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EDITORIAL COMMENT 


Annual Report on the Finances 


INCE the principal items relating to 
the national finances have been 
already dealt with by the President 

in his annual budget message, the an- 
nual report of the Secretary of the 
Treasury loses some of its current in- 
terest. 

How large our expenditures have 
been in recent years is shown by figures 
given in the report showing total ex- 
penditures of the Federal Government 
from general and special accounts for 
the eight fiscal years July 1, 1932, 
through June 30, 1940, amounted to 
approximately $60,827,000,000. Of 
this huge outlay, relief and work relief 
accounted for $15,507,000,000; public 
works, $6,500,000,000; and aid to agri- 
culture $7,643,000,000. Only $1,255,- 
000,000 was allocated to debt retire- 
ments. In the aggregate of over $60,- 
000,000,000, only $7,643,000,000 was 
applied to national defense. - 

The gross public debt at the close of 
the fiscal year 1940 was $42,968,000,- 
000. From June 30, 1932, to June 30, 
1940, the gross deficit—excess of ex- 
penditures over receipts in general and 
special accounts—amounted to $26,- 
280,000,000. 

Regarding the silver policy, under 
which the proportion of silver to gold 
in the monetary stock, should be com- 
posed of one-fourth silver, Secretary 
Morgenthau says that under legislative 
authorizations the Treasury has pur- 


chased over 2,350 million ounces of 
silver from the beginning of 1934 to 
the end of June, 1940, but that in spite 
of these extensive purchases, the objec- 
tive stated in the Silver Purchase Act 
has not been reached. 

While on this subject, it will be of 
interest to publish from the annual re- 
port of the Director of the Mint for the 
fiscal year ended June 30, 1940, the 
following: 


During the year 1940, $122,576,161 of 
silver certificates were issued against 94,- 
805,000 fine ounces of silver bulion valued 
at $1.29+ ptr fine ounce, the statutory 
monetary value of silver. Such silver had 
been acquired at an average price of 57.7+ 
cents per ounce. The difference between 
the cost of the silver held to secure such 
certificates and the monetary value of such 
silver is $67,791,863, and this amount con- 
stitutes seigniorage. 

“The open-market price of silver in New 
York (mean of bid and asked) during the 
fiscal year 1940 averaged $0.35484. The 
highest point was $0.40062, which prevailed 
on August 25, 1939; the lowest was $0.35062, 
which prevailed during most of the fiscal 
year. 

For newly mined domestic silver a return 
to the depositor of $0.7111+ per fine ounce, 
established by the act of July 6, 1939, pre- - 
vailed for silver mined after July 1, 1939. 
For silver mined July 1, 1939, the price 
paid was $0.6464-+ per fine ounce. 


From this it will be seen that the 
Treasury was paying 22 cents above 
the market price, and in the case of 
domestic silver 36 more, or above 
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double the market value. Having 
acquired the silver at this fictitious 
value, silver certificates were issued 
against it at $1.29 per fine ounce. 

A bare recital of the facts from offi- 
cial sources would seem to make allto- 
gether superfluous any comment on the 
fantastic “silver policy” of the United 
States. 


© 


ANNUAL REPORT OF THE COMP- 
TROLLER OF THE CURRENCY 


S shown by the annual report of 

the Comptroller of the Currency 
for the year ended October 31, 1940, 
there were in existence on that date 
5,167 national banking associations, 
operating 1,615 branches. While the 
number of banks in the system declined 
by thirty-eight during the year, the in- 
crease in deposits and the conversion 
into national banks of several large state 
banks brought higher total resources 
into the system and resulted in larger 
average units. On June 30, 1940, the 


average size of national banks, accord- 
ing to deposits, was $6,400,000, as 


compared with $5,700,000 a year 
earlier. 

During the year covered by the re- 
port, the combined common capital 
stock of the national banks was in- 
creased by a net amount of over $6,- 
000,000. In the same period the banks 
made a net retirement of more than 
$35,000,000 of preferred stock. 

For the twelve-month period, June 
30, 1939, to June 30, 1940, commercial 
loans and discounts of the national 
banks increased by $459,700,000, and 
total loans and discounts by $605,- 
500,000. 

Comptroller Delano recommends that 
consideration be given to the enact- 
ment of legislation which will prohibii 
the operation of banks by holding com- 
panies. He also proposes that effective 
means be given the Comptroller for en- 
forcing compliance with provisions of 
the National Banking Act. He points 
out that the termination or dissolution 
of the bank, as a penalty for violations, 
is in some cases two drastic, and that 
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the removal of bank officials is ineffec- 
tive. He suggests that the Comptroller 
be authorized, in his discretion, to for- 
bid a national bank to declare or pay 
any dividends on its capital stock until 
there has been a satisfactory compliance 
with his requirements. “It will be 
noted,” says the Comptroller, “that the 
proposed measure would effectively 
accomplish its purpose, and yet would 
not possess the drastic characteristics 
of existing sanctions.” 


© 


TO END BANK HOLDING COM- 
PANIES 


ITH some reservations, as an- 

nounced in the newspapers, Sena- 

tor Carter Glass has introduced in the 

Senate “a bill to regulate the control of 

insured banks by holding companies, 
and for other purposes.” 

The bill provides that after June 30, 
1944, it shall be unlawful for any com- 
pany to own, hold or acquire more than 
10 per cent of the voting securities of 
an insured bank, or for more than 10 
per cent of such securities of an. in- 
sured bank to be held by a trustee or 
trustees for the benefit of the share- 
holders, members or participants of 
any one company, or for any company 
to control in any manner, either di- 
rectly or indirectly through any other 
company or individual, or otherwise, 
the management or policies of an in- 
sured bank, or the election of a major- 
ity of the directors of an insured bank. 

Exempted from the provisions of the 
bill are companies not controlling the 
management or policies of an insured 
bank, or only incidentally to control 
the management or policies of one or 
more insured banks, the company being 
primarily engaged in business not 
closely related to banking. 

It will be seen that this bill, notwith- 
standing the foregoing exemptions 
from its provisions, really provides for 
the ending of bank holding companies. 

The objections to corporations of this 
character may arise from the fear of 
the vast powers over banking which 
their extensive operation would entail; 
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from the loss of their independence by 
the constituent banks, and from the 
further fact that some of the holding 
companies have not made a creditable 
record for banking safety. 

As to this last objection, it may be 
said with equal truth that some of the 
companies have made an_ excellent 
record in this respect. It would afford, 
in these cases, a better method of ap- 
praising the merits of the subject could 
we know whether, had the constituent 
banks remained outside the control of 
the holding companies, their record 
would have been equally good. 

The plan under which bank holding 
companies operate must of necessity call 
for a large degree of control of the 
policies and management of the consti- 
tuent banks, although not so complete 
as under the branch system. 

Should careful investigation show 
that the objections to the bank holding 
companies are valid, their suppression 
would be warranted. . On the other 
hand, should a thorough investigation 
of the records of those companies that 
have operated successfully reveal the 
fact that they really have afforded 
greater safety to their members than 
would otherwise have been the case, 
and without in any respect limiting 
efficient banking service to the communi- 
ties where the respective banks are 
located, then it might be well, instead 
of putting an end to bank holding com- 
panies altogether, to legislate with a 
view to correcting their faults and pre- 
serving whatever actual advantages they 
may possess. . 

Properly managed, the bank holding 
company may be a source of banking 
strength; improperly managed, it may 
become a source of weakness. Or, as 
Cap’n Cuttle remarked, the working of 
the principle depends upon the applica- 
tion of it. 
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FROZEN FOREIGN FUNDS 


NDER the stress of a war situation 
existing in several parts of the 
world, it has been found necessary to 
do something that, under peaceful con- 


ditions, would be regarded as highly 
reprehensible; that is the freezing of 
foreign funds that have taken refuge in 
this country. For liquidity, while a 
principle generally applicable to bank- 
ing, is particularly so in the case of 
the deposit of foreign funds in this 
country. For they came here so that 
they could be surely available as 
needed, and because this availability 
could be depended upon with the funds 
here better than if they were elsewhere. 
It is no fault of our Government nor 
of our banks that a large amount of 
these funds must be tied up, and per- 
haps for the duration of the war. This 
has been necessary because in some 
cases it is difficult to determine the true 
ownership of the funds, there being 
contending governments in several of 
the foreign, countries. 

What has happened in this instance 
illustrates the difficulties to be en- 
countered by an institution like the 
Bank of International Settlements, and 
especially by an attempt to establish an 
international currency. However sol- 
emnly a nation might engage to respect 
the sanctity of a plan for creating such 
a currency, and for maintaining its 
value, such pledge could not be relied 
on in time of war. 
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INCREASE IN THE PUBLIC DEBT 
LIMIT 


AUTHORIZATION having been given 

by Congress for an increase in the 
Federal public debt from a maximum 
of $49,000,000,000 to $65,000,000,000, 
those who see in this legislation a sign 
of financial safety may now rest easy. 
But their fears will hardly be entirely 
allayed, for Congress, if so disposed, 
can still further raise the limit should 
occasion require. 

Perhaps any legal limit on the debt 
is not of much importance. It is im- 
portant to keep the interest charge at a 
point that it can be conveniently met, 
and the total debt at a figure where pro- 
vision for gradual retirement will assure 
the public credit. Of even more con- 
cern than the actual size of the debt, 
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is what is implied in our present huge 
outlays. As the Business Bulletin of 
the Cleveland Trust Company says: 
“We are heading into a new era of Fed- 
eral finances that may continue until it 
changes our whole monetary and eco- 
nomic structure.” 
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KEEP THE HOME FIRES BURNING 


N our present preoccupation with stir- 
_— ring events abroad, and the rather 
excited frame of mind superinduced by 
these events, and by our expressed pur- 
pose of establishing and maintaining 
freedom everywhere-—a rather large or- 
der—the country is encountering some 
danger in failure to recognize that this 
is, as yet, only the United States of 
America, and not the United States of 
the World, which some of the more 
hopeful enthusiasts already see emerg- 
ing as an inescapable result of the wars 
now in progress. These are times when, 
because of the mists engendered by 
events, and as a result of being mentally 
pulled this way and that, “we see 
through a glass darkly.” But at least, 
in all we do, the welfare of our own 
people should ever be kept in mind, lest 
like Mrs. Jellyby, in her absorption in 
the affairs of the natives of Borrioboula- 


Géha, our own household become sadly 
disrupted. 
© 


THE RATIO OF BANK CAPITAL TO 
DEPOSITS 


HIS question, which has been the 

subject of frequent discussion in re- 
cent years, is again brought forward in 
the Annual Report of the Superintend- 
ent of Banking of the State of New 
York. Mr. White, the Superintendent, 
does not think that the 10 per cent ratio, 
or indeed any other set ratio applicable 
in all cases, is a sound criterion. He 
says: : 
ae more practical approach in appraising 
the sufficiency of capital is to take into 
consideration the character and composi- 
tion of assets and the risks attendant 


thereto. If this is done we may find that 
in the case of one bank capital funds 
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equivalent to 8 per cent of liabilities is 
fully adequate while in another case a 
much higher percentage is insufficient. 


Since the banks quite generally are 
now in a highly liquid condition, owing 
to their large holdings of cash and Gov- 
ernment obligations, the necessity for a 
ratio of 10 per cent of capital to de- 
posit liabilities is far less than in earlier 
times when the condition of the banks 
was far less liquid than at present. 

As Mr. White points out, the declin- 
ing ratio shown in recent years has been 
due largely to the marked growth of 
deposits. 

That adequate capital is essential to 
both sound and profitable banking is 
clear enough. Exactly what the ratio 
to deposits should be is not so evident. 
But it does appear that any fixed ratio, 
universally applicable to all banks, 
merely begs the real question, which is 
one of adequacy to meet risks. 
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AMERICAN INSTITUTE OF 
BANKING 


THe American Institute of Banking 


contains the vitamins which increase 
growth in the banking service of those 
who give it their earnest study. It is 
a fountain of good water where the de- 
hydrated may restore their vitality, and 
keep from becoming stagnant. Those 
who neglect their opportunities for im- 
provement and expansion are likely to 
see others pass them when promotions 
take place—Jdaho Bankers Association 
Bulletin. 
© 


Since the establishment of our various 
personal loan services as a separate de- 
partment in 1929, we have made over 
1,960,000 loans for a total dollar 
amount of $583,000,000, or an average 
of just under $300 per loan. Up to 
November 30, 1940, our total losses on 
this large volume of loans amounted to 
only 15/100ths of 1 per cent of total 
loans repaid—L. M. Giannini, Presi- 
dent, Bank of America, N. T. & S. A., 
in his recent annual report to stock- 


holders. 
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A BANK, like other institu- 
tions and organizations engaged 
in public service, reflects the 
character of those whom it 


serves and of those who serve it. 


This Bank numbers among its 
clientele and correspondents the 
leading financial institutions here 
and abroad. Whether located in 
small town or large city, each 
contributes something of its own 
strength and facilities to the mu- 
tual interest of all. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$44,000,000 


Member of Federal Deposit Insurance Corporation 
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Defense Economy 


Monetary Management 


'T is not probable that the credit re- 
striction proposals of the Federal 
Reserve authorities* will receive 

Congressional endorsement in the near 
future. There is apparently little en- 
thusiasm for the proposals in Treasury 
circles, and the commercial bankers 
themselves are by no means unani- 
mously in agreement with the Reserve 
System’s proposed program. 

The most important of the recom- 
mendations, and the one of most imme- 
diate concern to the commercial banks, 
is that which would result in an increase 
in bank reserve requirements sufficient 
to assure Federal Reserve credit control 
by orthodox open-market operations. 
The program would not limit the new 
high reserve requirements to the mem- 
ber banks of the Reserve System, but 
would extend the burden to all commer- 
cial banks. The reasons for the latter 
proposal would appear to be twofold: 
(1) to make Reserve credit control 
policy really effective for all commer- 
cial banks, members and non-members 
alike; (2) to prevent member banks 
from giving up their Reserve member- 
ship to take advantage of the lower re- 
serve requirements that might be effec- 
tive under the various state banking 
regulations. 

The motives behind the proposals, if 
we can judge from the various pub- 
lished statements are twofold. In the 

*See: “Controlling Monetary Inflation,” 
by Marriner S. Eccles, pages 17-22, Janu- 
ary, 1941, THE BANKERS MAGAZINE; 
also: “A Conflict of Monetary Policies,” 
pages 96-98, February, 1941, THE BANK- 
ERS MAGAZINE. 
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By A. Philip Woolfson 


first place, there is the constant fear 
of the inevitability of inflation in an 
era of continuously unbalanced budgets. 
Second, there is the belief in Federal 
Reserve circles that the existing huge 
excess reserves and the assurance of 
further increases, have resulted in push- 
ing long-term money rates down to ab- 
normally low levels, so that high-grade 
bond prices have risen beyond the levels 
to which exponents of the Reserve easy 
money policy deem sound or necessary. 


Money Rate Question 


There is no question that could pos- 
sibly be of more concern to the com- 
mercial banker than this outlook for 
money rates. Many bankers have felt 
for a long time that the almost con- 
tinuous downward drift in long-term 
money rates, as reflected in the yields 
on Government securities, was abnormal 
and the product of the new fangled ex- 
periments in monetary management,. 
and have confidently awaited the ulti- 
mate return to normal money rates. The 
bankers who felt that way necessarily 
carried only a minimum volume of 
long-term Governments in their port- 
folios and did not profit from the sharp 
appreciation in the prices of such se- 
curities over the past eight years. The 
credit restriction program now would 
also seem to contemplate a return to a 
more normal level of interest rates in 
the interest of sound national economy. 

The present Reserve attitude reflects 
the recommendations of the Federal 
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Advisory Council made as far back as 
February 14, 1939, and reiterated on 
June 6, 1939. With respect to the Re- 
serve System’s easy money policy the 
Advisory Council on June 6, 1939, said: 


The so-called “easy-money” policy has 
been followed since 1929 upon the theory 
that “easy money” would act as a stimulant 
to business and that it would cause business 
to borrow and impel banks to lend. It has 
done neither; but it has done and is doing 
undeniable economic injury to the whole 
savings class of the American people. 

The Council believes that the “easy- 
money” policy, through its failure to bring 
to the banks normal rates on their loans 
and investments, is tending to weaken the 
capital position of banks and is encourag- 
ing an essentially unhealthy position of the 
bond portfolios of the banking system 
through its inducement toward lengthened 
maturities at progressively lower rates. 

In addition the Council believes that the 
operation of the “easy money” policy, by 
lessening the current cost of Government 
financing, has made the people, and even 
Congress itself, indifferent to the steadily 
mounting Government debt and is tending 
to create illusions as to the eventual bur- 
den of carrying a constantly increasing 
debt. 

..+ The time has come to face squarely 
the fact that the entire banking system is 
confronted with a distinct menace to the 
soundness of its capital structure through 
the continuation of an abnormally “easy 
money” policy. A _ prolongation of this 
situation threatens the existence of private 
banking and with it the whole system of 
private enterprise. 


Lack of Precedent 


A major difficulty in deciding the 
question whether the easy money policy 
resulted in an abnormally low level of 
long-term money rates results from the 
fact that there is no precedent in the 
history of interest rates which would 
form a basis for judgment as to what 
should be considered a normal level of 
interest rates in an abnormal era. 
Statisticians and economists who have 
analyzed interest rate trends agree that 
there are secular or long-time trends, 
upward or downward, in long-term 
money rates, and superimposed on these 
long-term movements there have been 
so-called cyclical fluctuations, or de- 
viations above and below the secular 
trends accompanying periods of marked 
business prosperity or depression. But 


nowhere in past history do we find a 
period of world revolution and managed 
economies such as we are up against 
today. And, simply because we have 
no standards for judgment, the difh- 
culty arises as to what should be con- 
sidered a normal level of interest rates. 
The level of interest rates prevailing 
prior to the execution of the Reserve's 
easy money policy may be desirable 
from the point of view of commercial 
or Reserve bankers, but it is an entirely 
different proposition to maintain that 
such rates are “normal” rates and that 
Reserve policy should be directed to the 
restoration of such a “normal” rate 
level. 

It would, moreover, seem to be an 
error to assume that the existing level 
of long-term money rates has been 
brought about and is being maintained 
solely or principally because of the 


“It is highly questionable 
whether credit restrictive poli- 
cies should be again resorted to 
by the Reserve System in 1941 
in the interest of maintaining a 
desired level of long-term money 
rates. The interests of a total 
defense economy would suggest 
the inadvisability of resorting to 
sharp increases in reserve re- 
quirements, to bring about a re- 
adjustment in interest rates, in 
a period when increasing capital 
requirements by business and 
Government will in themselves 
tend to prevent any further 
marked downward tendency in 
long-term money rates,’’ says 
the author. 

Dr. Woolfson, economist and 
member of the New York Bar, is 
author of the recently published 
authoritative hook ‘‘M-Day: 
Banking and Finance,’? which 
studies the effects of war on 
banks in England, Germany 
and Italy, and the probable ef- 
fects upon banking in this coun- 
try if we become involved in 
war. 
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**It is obvious that if the com- 
mercial banks are to advance all 
the funds required by subcon- 
tractors to increase production 
and employment, they must 
have the assurance that an in- 
crease in reserve requirements 
will not be permitted to ‘gum 
up’ the program. It is not ad- 
visable that the commercial 
banks should adopt a policy of 
liquidating their Government 
security portfolios in order to 
make funds available for busi- 
ness defense requirements. For 
some time to come orthodox 
credit control must be deferred 
to permit the very substantial 
credit expansion required to 
achieve full defense production. 
The experience of Great Britain 
indicates that the lack of credit 
can be as serious a bottleneck in 
defense production as the short- 
age of strategic materials or 
skilled labor. The monetary 
management authorities’ major 
problem for some time to come 
will not be that of preventing a 
credit inflation, but of prevent- 
ing a bottleneck in defense 
financing.’’ 


easy money policy of the Reserve Sys- 
tem. The pressure of events that made 
this country the depository of the 
world’s liquid capital made it inevitable 
that the interest rate structure could 
not be maintained here at any so-called 
“normal” level, even assuming that the 
Reserve System had never formulated 
an easy money policy. As a matter of 
fact the increase in reserve requirements 
in 1938 and 1937 can be said to have 
marked the end of the Reserve’s easy 
money policy, and the beginning of the 
credit restrictive policy aimed at insulat- 
ing the country’s interest rate and credit 
structures from the effects of the ex- 
traordinary movements of foreign funds. 
The change from an easy money policy 
to a credit restriction policy slowed up 
only temporarily the drift to lower 
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long-term interest rates, and was an 
important contributing cause to the 
tragic 1937-38 business recession. 

It is highly questionable whether 
credit restrictive policies should be 
again resorted to by the Reserve System 
in 1941 in the interest of maintaining 
a desired level of long-term money 
rates. The interests of a total defense 
economy would suggest the inadvisabil- 
ity of resorting to sharp increases in 
reserve requirements, to bring about a 
readjustment in interest rates, in a 
period when increasing capital require- 
ments by business and Government will 
in themselves tend to prevent any fur- 
ther marked downward tendency in 
long-term money rates. 


Inflation Fears 


The spectre of inflation is one that 
has been haunting commercial bankers 
and Reserve officials more or less con- 
tinuously ever since the dollar was de- 
valued. The sharp expansion in Treas- 
ury requirements incident to the total 
defense program now in process of 
execution has again revived the fears 
of the inevitability of inflation. To con- 
trol inflation the Treasury officials 
would depend primarily on the financ- 
ing of defense deficits by the public’s 
use of its bank deposits rather than by 
bank creation of new deposits. The Fed- 
eral Reserve authorities, however, while 
apparently in agreement with the 
Treasury on this point, would also like 
to see a substantial increase in bank re- 
serve requirements so that the volume 
of new bank deposits that could be 
created would be drastically limited. 

One of the major problems on which 
the economists have not reached a sat- 
isfactory conclusion is that concerned 
with the amount of bank deposits re- 
quired either to attain or maintain a 
condition of full production and em- 
ployment. The fact that deposits in 
1941 may exceed the volume of bank 
deposits in 1929, or that the volume of 
currency and deposits together may to- 
day exceed anything we have known in 
the past is not in itself a sufficient basis 
for concluding that our monetary sup- 
ply is at an inflated level and that fur- 
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ther increases in monetary supply would 
in themselves add fuel to the fire of 
inflation. Back in the 1920’s the econo- 
mists of the Reserve banks estimated 
that an annual increase of 4 to 7 per 
cent in bank deposits was required by 
the normal growth in production and 
employment, if a deflation in commod- 
ity prices, attributable to monetary 
causes, was to be prevented. It is not 
intended here to suggest that a doubling 
in the volume of existing bank deposits 
within the course of a few years would 
not be inflationary. But it is highly 
doubtful that a fairly substantial in- 
crease in bank deposits accompanied by 
an increasing national income would, 
on the basis of past experience, be an 
inflationary development. It is, more- 
over, exceedingly hazardous, through a 
sharp increase in reserve requirements, 
to put such a brake on the growth of 
bank deposits as would result in bank 
liquidation of Government security port- 
folios to make the necessary funds 
available for financing the requirements 
of a sharply expanding defense produc- 
tion program. 

The fear of inflationary developments 
resulting from an increase in bank de- 
posits arises from uncertainty as to the 
use that may be made of such deposits 
as well as of the existing volume of 
deposits. The owners of the existing 
volume of bank deposits may, fearing 
shortages of consumers’ goods, go on a 
buying spree and push prices up. And 
so far as the deposits represent idle 
funds of industrial concerns, their 
owners may decide to turn idle cash into 
increased inventories, with the result 
that excessive inventory accumulation 
may initiate the inflationary price spiral. 
The prevention of such developments, 
however, cannot be accomplished by 
any increase in reserve requirements, 
but must be left to the effective applica- 
tion of the various. priority and price 
control-measures visualized under a to- 
tal defense economy. 


Defense Economy Essentials 
What then should be the part played 


by the monetary management author- 
ities in a defense economy? The de- 
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sires of the Reserve authorities to as- 
sume more effective control of the 
volume of credit should be deferred 
until every available subcontractor has 
received complete financial assistance 
in attaining the full production required 
by the defense program. It is, of 
course, impossible to say how large an 
increase in the volume of commercial 
bank loans may be required to meet 
such requirements. The Reserve au- 
thorities should, however, spend all 
their time and energy in bringing to 
the attention of the commercial banks 
the financial requirements of subcon- 
tractors. Where the commercial banks 


cannot finance such demands, the Re- 
serve Banks, under the authority of 
legislation now on the statute books, 




































‘“‘The commercial banks will 
have to finance at least half of 
the Government’s defense defi- 
cits over the next few years. The 
experience of the principal bel- 
ligerents indicates that without 
a compulsory loan and forced 
saving program, the Govern- 
ment must rely on the expansion 
of bank credit to meet the finan- 
cial requirements of a war econ- 
omy. The Treasury’s program 
to tap existing and future sav- 

‘ings of the public to finance the 
large volume of new issues of 
Government securities must be 
accompanied by increasing bank 
investment in Government is- 
sues, particularly long-term is- 
sues. It is not helpful in such 
a program for the monetary 
management authorities to ad- 
vocate an arbitrary manipula- 
tion of money rates to restore 
them to some preconceived nor- 
mal level. For such .a policy 
would encourage the banks not 
to increase their commitments 
in Governments, but rather to 
reduce their portfolios, and in 
so doing reduce the volume of 

outstanding bank credit in a 

period when credit expansion is 

essential.’’ 


























should finance such requirements them- 
selves. It is, moreover, obvious that 
if the commercial banks are to advance 
all the funds required by subcontractors 
to increase production and employ- 
ment, they must have the assurance that 
an increase in reserve requirements will 
not be permitted to “gum up” the pro- 
gram. It is not advisable that the com- 
mercial banks should adopt a policy of 
liquidating their Government security 
portfolios in order to make funds avail- 
able for business defense requirements. 
For some time to come orthodox credit 
control must be deferred to permit the 
very substantial credit expansion re- 
quired to achieve full defense produc- 
tion. The experience of Great Britain 
indicates that the lack of credit can be 
as serious a bottleneck in defense pro- 
duction as the shortage of strategic ma- 
terials or skilled labor. The monetary 
management authorities’ major problem 
for some time to come will not be that 
of preventing a credit inflation, but of 
preventing a bottleneck in defense 
financing. 


Dangers of Rate Manipulation 


But the requirements of subcon- 
tractors represent only one phase of the 
problem. The commercial banks will 
have to finance at least half of the Gov- 
ernment’s defense deficits over the next 
few years. The experience of the prin- 
cipal belligerents indicates that without 
a compulsory loan and forced saving 
program, the Government must rely on 
the expansion of bank credit to meet 
the financial requirements of a war 
economy. The Treasury’s program to 
tap existing and future savings of the 
public to finance the large volume of 
new issues of Government securities 
must be accompanied by increasing 
bank investment in Government issues, 
particularly long-term issues. It is not 
helpful in such a program for the 
monetary management authorities to ad- 
vocate an arbitrary manipulation of 
money rates to restore them to some 
preconceived normal level. For such 
a policy would encourage the banks not 
to increase their commitments in Gov- 
ernments, but rather to reduce their 
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portfolios, and in so doing reduce the 
volume of outstanding bank credit in a 
period when credit expansion is es- 
sential. 

The encouragement of a credit ex- 
pansion program, such as is now re- 
quired to attain adequate defense, 
should be the major objective of the 
monetary management authorities. To 
the extent that such a program results 
in full production and full employment, 
it will not be inflationary. And the 
goal of full production will not be 
achieved until defense industries are 
producing on a twenty-four hour, seven 
day basis. When that is achieved, it 
will be time enough to consider the de- 
sirability of rationing credit to obviate 
inflationary repercussions. Until such 
time, however, the prevention of an in- 
flationary spiral should be left in the 
hands of the production control and 
price stabilization divisions of the De- 
fense Commission. For these bodies 
have both the power and ability to 
crack down on those business interests 
whose activities in unnecessary inven- 
tory accumulation or production restric- 
tion threaten to initiate the inflationary 
price spiral about which the monetary 
management authorities justly feel 
concerned. 


© 


INTERNATIONAL MONETARY 
CHALLENGE 


It is our belief, particularly in view of 
the extraordinary position of the United 
States in relation to the world’s gold 
stock and the close relationship of this 
country to the twenty other American 
republics that remain at peace, that it 
is desirable now to begin dealing with 
the international monetary challenge in 
a broad way. We are conscious of the 
bearing of currency policies of a coun- 
try upon its entire domestic credit and 
price structure. In urging early mone- 
tary action in the international field, we 
do so with the hope that it will 
strengthen the whole position and in- 
fluence of the United States.—Foreign 
Commerce Committee, Chamber of 
Commerce of the United States. 
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HIS one compact volume contains the 
most complete and thorough discus- 
sion yet to appear of that difficult and 
perplexing phase of banking administra- 
tion—the management of the bond port- 
folio of a bank. 

An increasing amount of attention and 
discussion have been given in recent 
months to the bond portfolios of banks 
and to the analysis of securities by bank- 
ers, but practically nothing has been said 
or written on the question of how to deter- 
mine what bonds the individual bank 
needs to meet its own particular require- 
ments. Here, at last, is an answer to 
many of the questions in this field which 
have been plaguing bankers for years. 


You Must “Know Your Bank’’ 


That it is necessary for a bank to have 
sound policies and programs if it is to 
manage its secondary reserve and its in- 
vestment account successfully, is the 
central idea around which this book is 
written. Coupled directly and imme- 
diately with this basic concept is the thesis 
that, in order to accomplish this end, the 
first step for every banker to take is to 
study and analyze his own bank for the 
purpose of policy formations and admin- 
istration in this field. As Mr. Robert M. 
Hanes, President of the American Bank- 
ers Association says, you must “know 
your bank.” 


Price $5.00 


BANKERS PUBLISHING COMPANY 


465 Main Street Cambridge, Mass. 
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Watch 


Your Liabilities 


ODAY, and in recent years, most 

bankers have devoted the major 

part of their attention to the dis- 
tribution of their assets. All eyes seem 
to be glued on that one problem, and 
yet if I were to make a single forecast, 
I would suggest that there is more dan- 
ger of a crisis among American bankers 
on the liability side of their ledgers 
than on the asset side. 

If you consider the principal content 
of banking publications over recent 
years, go through the agenda for the 
meetings of the American Bankers Asso- 
ciation, regional associations and state 
associations, watch the impact ‘of the 
comments, recommendations and regu- 


© Underweod & Underwood 
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By Daniel L. Grant 


President, Grant § Atkins, Inc., 
New York City 


lations of the examiners, or otherwise 
scan the evidences of the point of in- 
terest among bankers, it will be quickly 
apparent that attention is and has been 
concentrated on the assets of the banks. 
Too little attention is being given to the 
liabilities—so far as the future is con- 
cerned. 


Failure Theories 


This situation is obviously natural. 
The banks in this country have gone 
through fiffeen years of most unusual 
ordeal. The colossal failures that have 
occurred have not only shocked the 
bankers but they shocked the public 
and, naturally, those who are continu- 
ing in the banking business are doubly 
careful that the same experiences be 
not repeated. After the worst of the 
recent failures were over, many schools 
of thought sprang up to explain what 
had occurred. There were those who 
held that the source of most bank fail- 
ures was inadequate capital—that failed 
banks lacked the sacred ritual of a ten 
to one ratio between deposit liabilities 
and capital funds. However, the facts 
of the case have been carefully explored 
by many authorities and it is now pretty 
generally recognized that there is no 
correlation between the ratio of capi- 
tal funds to deposit liabilities and bank 
failures. 

There were others who held that 
banks failed because of their investment 
accounts—banks had been buying un- 
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marketable, low-grade and risk bonds 
in the light of the bountiful rewards 
promised. Speculating in the bond 
market was the explanation of the 
trouble experienced. Students have ex- 
plored that subject and have found it 
questionable as a single or even a prin- 
cipal reason for the failures. 

Others have explained the failures 
by the condition of the local loan ac- 
counts—perhaps the local mortgage 
situation. 

In all of this welter of study and ex- 
planation, much new information has 
been discovered. Much of the study 
was completed from the point of view 
of establishing a thesis. Most of it— 
this will always be true so long as there 
are human beings—has been motivated 
by the desire to find a simple and suc- 
cinct answer which could be given with- 
out further effort. The problem isn’t 
as simple as that. 


Bond Account Fallacies 


Recently, because the theory that the 
bond account was the source of most 
of the trouble was the one most widely 
accepted, the impact of the regulatory 
authorities upon banks has been almost 
fanatical in the pressure to get rid of 
so-called “second-grade” bonds and buy 
only the highest grade bonds. This 
philosophy has been pressed to lengths 
without justification in fact. This is 
not a plea for bank speculating with 
second-grade bonds, but I have observed 
cases in which, under the pressure of 
bank examiners, high credit bonds have 
been sold in the interests of so-called 
“best money” bonds—usually Govern- 
ments—when actually, under the cur- 
rent conditions prevailing, there is less 
risk in the bonds which are being liqui- 
dated than there is in those which are 
being purchased. This pressure is the 
fetish of a single-track mind without a 
discriminating background of judgment 
and knowledge. 

I have seen pressure placed upon 
banks in excellent capital and deposit 
position to liquidate holdings of second- 
grade bonds which, in fact, had been 
written down almost to nothing, when 
by continuing to hold such bonds in 


the portfolio the necessity could have 
been eliminated for holding twice the 
amount in so-called “best grade money” 
bonds. 

Bank Liabilities 


But lest we get into an argument 
about the imperative necessity for dis- 
crimination and judgment in each case, 
let’s get back to the subject of liabilities. 

If anything is true, it is that we 
are going through a period of funda- 
mental social upheaval and outlook. It 
also is true that a substantial part of 
bank deposits is the result of this up- 
heaval both abroad and at home. Many 
funds have been left in banks not from 
preference, but from fear. In some re- 
spects, the social upheavals which have 
led to such deposits are running their 
course and the banks. may be faced on 
short notice with new attitudes on the 
part of the owners of these funds. 

Let’s explore this situation one step 
further, by the use of one concrete 
phase—the situation of the savings de- 
posits. Too often banks have been ex- 
tremely short-sighted in their treatment 
of the old-time, bona fide, systematic 
savings deposits. In the first place, in 


*‘Bona fide savings depositors 
are the real basis of stability of 
the banking system. Bankers 
who expect to weather the 
storms of coming upheavals, 
from both international and in- 
ternal causes, should naturally 
look carefully to the protection 
of the stable part of their de- 
posit accounts. Yet, two things 
have happened: [In the first 
place, through the acceptance of 
a new flood of savings accounts 
from ‘frightened savings de- 
pesitors,’ the bank has diluted 
its ability to do the most for the 
total group of savings depositors 
—old and new. The result is, 
it has been unable to do as much 
as it should be doing for the 
bona fide savings depositors, its 
original, stable depositors.’’ 
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‘‘Interest paid bona fide sav- 
ings depositors has been forced 
down to unwarrantedly . low 
levels for two reasons: First, 
the assumption of responsibility 
to a new class of savings de- 
positors which the bank was not, 
in fact, warranted in assuming. 
In the second place, in the panic 
for liquidity and bonds which 
are believed to be of extremely 
high quality, banks have cut 
down earnings from their bond 
account which they might legiti- 
mately, in many cases, have 
kept up to higher levels. This 
has forced down savings inter- 
est rates, thus discouraging the 
old-time bona fide depositors 
and threatening the stability of 
the deposit structure.’ 


the economic and social upheavals of 
recent years, bankers have permitted a 
great deal of frightened money to come 
into the savings department, received 
it and accorded it the same treatment 
as that given to what I shall call the 
“bona fide savings depositors” rather 
than the “frightened savings de- 
positors.” 


Bona Fide Saving Discouraged 


Bona fide savings depositors are the 
real basis of stability of the banking 
system. Bankers who expect to weather 
the storms of coming upheavals, from 
both international and internal causes, 
should naturally look carefully to the 
protection of the stable part of their 
deposit accounts. Yet, two things have 
happened: In the first place, through 
the acceptance of this new flood of sav- 
ings accounts, the bank has diluted its 
ability to do the most for the total 
group of savings depositors—old and 
new. The result is, it has been unable 
to do as much as it should be doing 
for the bona fide savings depositors, its 
original, stable depositors. The fright- 
ened savings depositors, naturally, are 
going to go out of that category the 
first minute they feel they can use their 
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funds to their own greater advantage. 
Meantime, the interest paid the bona fide 
savings depositors has been forced down 
to unwarrantedly low levels for two 
reasons: First, as pointed out above, 
the assumption of responsibility to a 
new class of savings depositors which 
the bank was not, in fact, warranted in 
assuming. In the second place, in the 
panic for liquidity and bonds which are 
believed to be of extremely high qual- 
ity, banks have cut down earnings from 
their bond account which they might 
egitimately, in many cases, have kept 
up to higher levels. This has forced 
down savings interest rates, thus dis- 
couraging the old-time bona fide de- 
positors and threatening the stability of 
the deposit structure. 

Once war clouds lift and the political 
direction seems to re-establish itself, 
how is the bank going to hold these de- 
positors’ loyalty with an interest return 
on their funds of 1 per cent when they 
can get two and three times that in 
many other directions? Already sav- 
ings depositors can go out and buy the 
best quality bonds held by their bank 
and double, sometimes treble, this re- 
turn. In other words, it seems to me 
the banks are sowing the seeds of de- 
struction of the stable backbone which 
they should have protected with the 
most diligent care. 


Local Industrial Changes © 


Take another illustration of the fail- 
ure to keep proper account of the social 
and economic forces which underlie the 
liability side of the bank balance sheet. 
I have had occasion to study one bank 
which had to be reorganized drastically, 
owing to the fact that it kept its eyes 
closed to fairly obvious, although slow 
moving, industrial and economic forces 
about it. It served an area dependent 
to a large extent upon a certain type 
of industry. Fifteen or eighteen years 
ago, that type of industry began to mi- 
grate because of change—in the first 
place due to the competition of new 
products, in the second place, because 
of labor, climatic,.and many other con- 
siderations. Prior to that, for a good 
many years, the deposits of this indus- 
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try in this particular bank had built 
it up at a substantial rate. Long-term 
commitments were held against these 
deposits. Then the deposits began to 
slip through the bank’s fingers. The 
principal part of the migration was 
concentrated in a period of four or five 
years and at a time when it was dif_i- 
cult to liquidate these long-term assets. 
The change in the deposit side of the 
bank’s account was the thing which led 
to its reorganization and not the mis- 
management of investments, per se. An 
objective, measurable, observable factor 
was changing on the liability side. But 
the bank’s officers were too close to 
the woods to see the trees, so they 
missed the change altogether, while giv- 
ing meticulous attention to the quality 
of investments. 


Population Trend Factor 


We'll take another illustration. I 
know of an area in which banks are 
heavily overburdened with residential 
real estate mortgages. Here, again, was 
the story of twenty or twenty-five years 
of abnormal growth in population, with 
the result of pressure in the demand 
for residential accommodation. It be- 
came the order of the day, the safe, 
proper thing, for banks to commit 
themselves in real estate mortgage is- 
sues. This phase of their activity as- 
sumed almost boom proportions. But 
here is the significant fact. After the 
period of abnormal growth had passed, 
and the pressure for new real estate 
residential developments had passed its 
zenith, the banks bought most of the 
mortgages which now give them a head- 
ache. It is another case of backing into 
the future and looking to the rear. 


Analyze Economic Forces 


The effort in the last three or four 
years to protect against the worst of 
the securities account blunders of eight, 
ten, and twelve years ago, has led to 
conduct as unwarranted as was the ex- 
cessive purchase of low grade bonds 
in the first instance. It seems that we 
are backing into the future with too 
little regard to analyzing the forces back 
of the economy which a given bank 
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‘‘The effort in the last three 
or four years to protect against 
the worst of the securities ac- 
count blunders of eight, ten, and 
twelve years ago, has led to con- 
duct as unwarranted as was the 
excessive purchase of low grade 
bonds in the first instance. It 
seems that we are backing into 
the future with too little regard 
to analyzing the forces back of 
the economy which a given bank 
serves—analyzing the nature of 
the distribution of deposit lia- 
bilities and building up sys- 
tematic safeguards on observing 
the trend, or realigning business 
to protect against embarrass- 
ment.’ 


serves—analyzing the nature of the 
distribution of deposit liabilities and 
building up systematic safeguards on 
observing the trend, or realigning busi- 
ness to protect against embarrassment. 

Bank management, to be successful, 
must not center attention on one side 
of the ledger at the expense of the other. 
No bank can be soundly managed with- 
out a proper balancing of the two, and 
without continued careful analysis and 
reanalysis of the impact of the one on 
the other. In short, watch your liabil- 
ities as well as your assets. 


® 
TRUST CHANGES 


Trusts play a vital part in our eco- 


nomic life. They, too, must keep 
abreast of the times. They, also, must 
change with our economic and social 
changes. There is a definite trend on 
the part of our courts to enlarge the 
rights and powers of trustees and to 
relieve them from following the letter 
of the trust instrument and permit them 
to look back of the cold words and 
language to the very heart of the docu- 
ment; namely, to the intent of the 
creator of that trust—Judge Carl E. 
Wahlstrom, Probate Court of Worces- 
ter, Mass., in an address at the recent 
ABA Mid-Winter Trust Conference. 
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Credit and Mortgage 


Life Insurance 


BOUT twenty-five years ago, the 
practice of insuring the lives of 
borrowers from personal loan com- 

panies up to the amount of their un- 
paid balance was first instituted. It 
was a pioneering effort and neither in- 
surance men nor bankers thought of it 
as a particularly significant one. But 
it worked, and now, because this type 
of insurance is being written by several 
well known companies and _ because 
thousands of banks insist that it be 
made part of every personal loan con- 
tract, the innovation of a generation ago 
seems likely to go down as marking the 
first step toward a broad use of life 
insurance as supplementary loan col- 
lateral on all types of instalment lend- 
ing. Such insurance, known technically 
as “disappearing term,” can now be 
bought not only to indemnify the lender 
in the case of a personal loan borrower, 
but to indemnify lenders on instalment 
real estate mortgage contracts as well. 

From the standpoint of both lender 
and borrower, life insurance of this 
type would seem highly desirable. To 
realize this, it is only necessary to con- 
sider the status of the average salaried 
individual borrowing on any type of 
instalment contract. Such a person will 
be of good character and have a satis- 
factory employment record, otherwise 
le would not be granted the loan in 
the first place. On his record, he will 
pay his loan in 99 cases out of 100 if 
he lives. If he dies, the story is very 
different, for his earning power, the 
real asset back of his loan, dies with 
him. As a result, to collect the balance 
due, the lender must seek out the widow, 
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By John Farnham 


a guarantor, or force a foreclosure if 
there is foreclosable property. None of 
these courses is pleasant to contemplate, 
and insuring the life of the borrower 
can be made to obviate all three. Under 
“credit life insurance,” the type de- 
signed for personal loan borrowers, the 
borrower can be insured without cost 
to the bank, and with very little clerical 
work. The borrower pays the premium, 
and the clerical work, so far as the 
bank is concerned, is virtually non- 
existent. Basically, the coverage in- 
volved is only a simplified form of 
group insurance. It works like this: 


Optional Coverage Plan 


Under the selective, or optional cov- 
erage plan, a group contract is arranged 
to cover the lives of those borrowers 
whom the bank (or the borrower him- 
self) wishes to have insured. This con- 
tract provides for the payment of the 
loan balance due at the time of the 
borrower’s death. The insurance com- 
pany provides a register sheet, in dup- 
licate, and the names of borrowers in- 
sured are listed on this sheet. Each 
week the original is sent to the insur- 
ance company, and the duplicate re- 


tained by the bank. 


The cost of this form of insurance, 
which covers death from any cause, in- 
cluding suicide, is a flat charge of $1 
per $100 on loans running for one year 
and including ages up to sixty years. 
Loans for an odd number of months 
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FIGURE I 


Credit Life Insurance Premium Costs Per Month on a 
$100 Personal Loan for One Year 


Unpaid Loan Balance 


to Be Insured 


$100.00 
91.67 
83.33 
75.00 
66.67 
58.33 
50.00 
41.67 
33.33 
25.00 
16.67 
8.33 


Insurance Premium 
at $1 Per Month Per $1,000 
$.10000 
.09167 
.08333 
.07500 


Total insurance cost 


are insured at 81/3 cents per month 
per $100 of initial amount loaned. 

A member of the bank’s staff is li- 
censed as agent, and in making remit- 
tance of the net premiums to the in- 
surance company at the end of each 
month, he deducts the commission al- 
lowed for handling the clerical detail 
and forwards a check for the remaining 
net. 


Blanket Plan 


Another form of coverage is the 
blanket, or collective form. Under this 
arrangement, a master contract is issued 
to the bank, covering the entire out- 
standing balance of its personal loans, 
and individual names of borrowers are 
not submitted to the insurance com- 
pany. The bank merely sends the com- 
pany, once each month, a form certify- 
ing the outstanding total balance of 
personal loans, and pays $1 for each 
$1,000 of loans outstanding. Thus, if 
the bank has loans outstanding of 
$1,000,000 on March 31, they would re- 
port this amount and tender their check 
for $1,000 as the April premium. If 
at the end of April loans had dropped 
to $900,000, the May premium would 
drop correspondingly to $900. 

Under this form of coverage the cost 
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of protection is frequently paid for by 
the bank, and this added service to the 
borrower used as a means of attracting 
business and creating good will. How- 
ever, even under this plan the bank can 
arrange to pass the very nominal cost 
along to the borrower, because the an- 
nual premium necessary to cover his 
loan is almost ridiculously small, as the 
accompanying table (see Figure 1) 
showing the amortization of a $100 loan 
together with the insurance premiums 
applicable to it, illustrates. 

Few borrowers quibble at being asked 
to pay a fee of 65 cents for each $100 
borrowed, which is all this coverage 
costs regardless of the borrower’s age. 
For one thing, most banks add the pre- 
mium to the gross note and thus it is 
spread out over the life of the loan. 
Also, when a man wants this kind of a 
loan he is seldom in a quibbling mood, 
especially as this type of insurance does 
not require a physical examination. 

It might be mentioned in connection 
with this entire subject that while most 
of the larger banks using this type of 
insurance follow the monthly lump pre- 
mium method described here, for a 
bank with a small volume it is not 
necessarily practical at all times. In 
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‘‘The borrower on a twenty- 
year FHA mortgage, with cur- 
rent down payments where they 
are, is vulnerable up to ten 
years. At the end of five years, 
applying a 10 per cent de- 
terioration figure, his loan will 
be around 70 per cent of his 
property’s worth. He can’t re- 
finance such a mortgage on an 
unamortized basis. Thus the 
need for the protection that 
mortgage life insurance gives. 
And just as credit life insurance 
coverage for personal loan bor- 
rowers has become so general 
that every progressive bank in 
the country making such loans 
demands it, it would seem that 
the day for similar coverage of 
mortgage borrowers is on its 
way.’’ 


such event, arrangements may ‘be made 
with the credit life insurance company 
whereby premiums may be paid to 
cover each loan as it is made. 


Mortgage Life Insurance 


Exactly the same principle as this 
devised to insure the lives of borrowers 
on personal loan contracts has been 
adopted by some of the larger credit 
life insurance companies in the FHA 
mortgage field. Here, however, rather 
than the premium being paid through 
the bank, without any direct contact as 
between the insured and the insurance 
company, arrangements are made be- 
tween the borrower and the insurance 
company and premiums must be paid 
by the insured himself, unless he makes 
an arrangement with his bank to take 
care of them. Also, since the amounts 
involved are usually substantial, and 
the contract may run up to 25 years, a 
physical examination is usually re- 
quired. But these differences do not 
alter the fact that actuarially the prin- 
ciples behind both types of coverage are 
the same. Both cover the life of the 
insured for the unpaid balance of the 
loan. 


The cost of this mortgage insurance 
coverage varies both with the term and 
with the age of the insured. For ex- 
ample, at age 35 on a twenty-year mort- 
gage, the premium amounts to $10.02 
per $1,000 for the first twelve years the 
policy is in force and nothing for the 
last eight years. The reason no pre- 
miums are required in the last eight 
years is the fact that a reserve has been 
built up in the first twelve, and since 
the policy automatically extinguishes 
itself at the end of twenty years, this 
reserve is enough to carry the risk dur- 
ing the balance of its life. These “free 
ride” periods toward the end of the 
policy vary with the period for which 
the insurance is taken. 

But, to go back to the twenty-year 
policy. Say a man has a $4,000 twenty- 
year FHA mortgage on his home. The 
insurance to cover this would amount 
to $40.08 a year, if he were 35 years 
of age. In other words, this insurance 
protection would amount to an addi- 
tional interest charge of 1 per cent a 
year. Stated that way, it is a little dif- 
ficult to see why any home buyer would 
not really want such insurance. Most 
FHA homes are being bought by per- 
sons who are making payments out of 
current wage income. Such a person 
may well ask: “If anything happens to 
me, how could my dependents possibly 
continue to make the payments?” Ob- 
viously, in most cases, they couldn’t. 


FHA Mortgage Vulnerability 


This is not a life insurance sales talk, 
but it would seem that banks should 
look into this type of mortgage insur- 
ance coverage, especially in these uncer- 
tain days. Death does come to all men, 
and to many home buyers on present 
long FHA terms it will come before 
their loans have been paid off. In many 
cases that is going to mean foreclosure, 
because surviving members of the fam- 
ily will be unable to meet the payments. 

It used to be standard practice for 
coéperative banks and building and 
loan companies to require a down pay- 
ment of about 30 per cent of actual 
value and to require that the balance 
be retired in twelve years or less. This 
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meant that by the end of the fifth year 
the outstanding mortgage was down to 
about 50 per cent of the value of the 
property after allowing for a 10 per 
cent deterioration. Such a mortgage 
could be refinanced on a-non-amortized 
basis, and hence the borrower was in 
a strong position. But the borrower 
on a twenty-year FHA mortgage, with 
current down payments where they are, 
is vulnerable up to ten years. At the 
end of five years, applying a 10 per 
cent deterioration figure, his loan will 
be around 70 per cent of his property’s 
worth. He can’t refinance such a mort- 
gage on an unamortized basis. Thus 
the need for the protection that this 
type of life insurance gives. And just 
as credit life insurance coverage for 
personal loan borrowers has become so 
general that every progressive bank in 
the country making such loans de- 
mands it, it would seem that the day 
for similar coverage of mortgage bor- 
rowers is on its way. 


© 


Ar the present time those charged with 
fiduciary responsibility such as trustees 
should interest themselves particularly 
in obtaining the enactment by the leg- 
islatures of the various states now gen- 
erally in session of reciprocal state 
inheritance tax credits necessary to pre- 
vent the confiscation of estates by mul- 
tiple state inheritance taxes. They also 
should direct their continuous attention 
to the establishment and maintenance 
of a long-range equitable and economic- 
ally sound basis and method of all 
property taxation—John B. Gage, 
Mayor of Kansas City, Mo., in an ad- 
dress at the recent ABA Mid-Winter 
Trust Conference. 


© 


Tuts Government of ours can no longer 
be permitted to continue to solve the 
difficulties of today by robbing the to- 
morrows of the means whereby they 
can be expected to meet even increased 
difficulty. It must have a sound finan- 


cial policy. This means balanced 
budgets.—John B. Gage, Mayor of 
Kansas City, Mo. 
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‘Tun BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 


BANKERS PUBLISHING CO. 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“Bank Accounting and Audit Control’ by 
James E. Potts. At the end of 5 days I 
will either remit $4 or return the book. 
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Mortgage Investments 


(Part II) 
HE third standard by which we 


must measure the place of mort- 

gages in the fund conversion policy 
of a bank is shiftability—the quality 
possessed by a security which makes it 
possible to convert it into cash, with 
little or no loss, prior to maturity either 
by sale to a third party or by borrow- 
ing from a third party. 

Rediscounting or borrowing from 
other banks or from Government 
agencies should, of course, be resorted 
to only as an emergency measure, not 
be adopted as a continual practice. 
After all, no banker wants to be con- 
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tinually dependent on other banks or 
on the Government to maintain the 
liquidity of his bank. Nevertheless, it 
is well to own securities which can be 
readily rediscounted should an unfore- 
seen emergency arise and _ occasion 
demand. 


Real estate loans, in the past, were 
not very shiftable; their secondary mar- 
ket was local and they had poor col 
lateral value for rediscounting or bor 
rowing purposes. 


Mortgage Marketability 


Insured mortgages, however, are 
much more shiftable. Even though in- 
sured mortgages are not as marketable 
as most listed bonds, their marketability 
is rapidly improving. The secondary 
market for insured mortgages is becom 
ing nation-wide. Mortgages on dis 
tantly located properties are being 
freely bought and sold by banks, insur- 
ance companies, and other lending in- 
stitutions. A bank’s mortgage portfolio 
will not become frozen irrevocably until 
the mortgages are liquidated,: if the 
mortgages are insured. In case of local 
financial distress, mortgages held by the 
bank in the community can be sold to 
out-of-town banks or other financial in- 
stitutions. Furthermore, because of 

demand at the present time for insured 
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mortgages, they can be sold as a rule 
at a profit. 

Several channels exist for a bank to 
borrow on its mortgage portfolio or to 
rediscount it. Four Federal agencies 
are now equipped to lend on or to pur- 
chase insured mortgages from banks.* 
A bank which is a member of the Fed- 
eral Reserve System can use insured 
mortgages as collateral for borrowing 
from Federal Reserve banks.® Further- 
more, if the bank is an approved 
mortgagee of the Federal Housing Ad- 
ministration, it can also borrow from 
the Federal Home Loan banks even 
though it is not a member of the Fed- 
eral Home Loan Bank System. In ad- 
dition, it can sell its mortgages to the 
RFC Mortgage Company” or to the 
Federal National Mortgage Associa- 
tion, an RFC subsidiary organized 
under Title III of the National Housing 
Act. 


Rediscount Channels 


According to Section 10(b) of the 
Federal Reserve Act as amended, “Fed- 
eral Reserve banks may make advances 
to any member bank on its time or de- 
mand notes having maturities of not 
more than four months and which are 
secured to the satisfaction of such Fed- 
eral Reserve banks.” A ruling made 
in 1936 by the Board of Governors of 
the Federal Reserve System holds that 
“since any advance under this section 
[Section 10(b)] must be secured to the 
satisfaction of the Federal Reserve Bank 
and since there is no other limitation 
on the character of security which may 
be issued, a Federal Reserve Bank has 


*7Paul Matthew Stoner, “Methods of De- 
tiving Cash from FHA Insured Mortgages 
by Approved Mortgagees,” Insured Mort- 
gage Portfolio, February, 1939, pp. 12-13. 

* Regulation A of the Board of Governors 
of the Federal Reserve System, Section 
2(c) and 2(d). 

® Federal Home Loan Bank Act, Section 
10(a) and 10(b) and Federal Home Loan 
Bank Board Regulation, Section 5.002a, 
5.006c and 5.006e. 


* Purchasing and Servicing Agreement of 
the RFC Mortgage Company. 

“Purchasing and Servicing Agreement of 
the Federal National Mortgage Association. 


authority to make advances to a mem- 
ber bank under this section upon the 
security of amortized loans insured un- 
der Title I of the National Housing Act 
or mortgage loans insured under Title 
II of that Act, if such authority is satis- 
factory to the Reserve Bank.” 

The RFC Mortgage Company and its 
subsidiary, the Federal National Mort- 
gage Association, will purchase 414 per 
cent mortgages insured after August 1, 
1939, and 5 per cent mortgages insured 
prior to that date at par plus accrued 
interest. In addition to newly insured 
mortgages on which the mortgagor pays 
no service fee, the RFC will permit the 
seller of the mortgage to retain a servic- 
ing fee of 34 of 1 per cent per annum 
as compensation for servicing the 
mortgage. On loans which provide for 
payment by the mortgagor of a service 
charge, the seller may retain such serv- 
ice charge and 1% of 1 per cent per 
annum deducted from the interest. 

Section 10(b) of the Federal Home 
Loan Bank Act permits a bank which 
is an FHA approved mortgagee, even 
though such bank is not a member of 
the system, to borrow from a Federal 
Home Loan Bank. This section reads 
as follows: “Each Federal Home Loan 
Bank is authorized to make advances 
to non-member mortgagees approved 


‘‘Even though insured mort- 
gages are not as marketable as 
most listed bonds, their market- 
ability is rapidly improving. 
The secondary market for in- 
sured mortgages is becoming 


nation-wide. Mortgages on dis- 
tantly located properties are 
being freely bought and sold by 
banks, insurance companies, and 
other lending institutions. Fur- 
thermore, because of the demand 
at the present time for insured 
mortgages, they can be sold as 
a rule at a profit,’’ points out 
Mr. Stoner in this concluding 
portion of his study, continued 
from the February issue of 
THE BANKERS MAGAZINE. 
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‘In working out the fund 
conversion policy of a bank, it 
is advisable to limit the percent- 
age of the portfolio which may 
be invested in a particular com- 
munity and in a particular 
neighborhood. The maximum 
percentage which may be in- 
vested in each type of prop- 


erty—for example, commercial 


property, apartment house, 
and single-family homes—also 
should be definitely specified. 
As a further safeguard, the 
maximum size of any individual 
mortgage should also be speci- 
fied.’’ 


under title II of the National Housing 
Act. . . . No advances may be for an 
amount in excess of 90 per centum of 
the unpaid principal of the mortgage 
loan given as security.” 

Through these channels, and through 
the usual secondary markets, banks 
may, if they find it necessary, readily 
reconvert insured mortgages into cash. 


Yield Comparisons 


Now, we come to the fourth and final 
standard by which we may measure the 
eligibility of mortgages for the employ- 
ment of funds in the investment ac- 
count. This standard is the comparison 
of yield which can be earned on mort- 
gages and on other types of investments 
of similar risk characteristics. In com- 
paring yields, risk of loss must be taken 
into account, since a high yield may be 
offset by losses arising out of default. 
How do mortgages compares on the 
yield basis? 

The yield on mortgages compares 
favorably with that on investments of 
similar risk characteristics. A general 
comparison of securities with uninsured 
mortgages cannot be made since the 
risk involved in uninsured mortgages 
varies separately with each case. We 
can generalize only on the yield on in- 
sured mortgages as compared with other 
types of investments, for the risk of 









loss on this class of mortgage can be 
measured beforehand with a fair degree 
of accuracy. 

Insured mortgages, although they 
have not yet been rated by bond statis- 
tical services, are probably equivalent 
to a security having a rating of “AA.” 
This can be said because a foreclosed 
mortgage is convertible into a Treasury 
guaranteed, tax exempt debenture. 


Corporate ‘‘AA’’ Bonds 


Corporate “AA” bonds are currently 
selling on a 3 per cent yield basis 
(Moody’s Investor Service average) .! 
Most FHA insured mortgages currently 
being made carry a 44% per cent rate 
of interest, and after allowing 34 of 1 
per cent for the overhead cost involved 
in servicing mortgages, the net yield 
on insured mortgages would be 334 per 
cent. Therefore, the net yield on FHA 
mortgages is approximately .7 of 1 per 
cent above the yield on “AA” bonds. 

Let us see what this comparison 
means in dollars and cents of actual 
net earnings. First, we will compute 
the net earnings on $10,000 of time de- 
posits invested in a “AA” bond, and, 
then, the net earnings on the same 
amount invested in an insured mort- 
gage. On $10,000 invested in a “AA” 
bond, the gross interest income is $300 
per year (3 per cent on $10,000). As- 
suming that the funds used to purchase 
this bond originally came from a sav- 
ings deposit, on which 2 per cent in- 
terest is being paid, the net annual in- 
come would be $100. From this amount 
the following expenses should be de- 
ducted; overhead expenses of the bond 
department (arbitrarily assumed to be 
1/10 of 1 per cent), FDIC insurance 
fee of 1/12 of 1 per cent and Federal 
Income Tax of 24 per cent of net in- 
come. The total amount of these de- 
ductions in this case is $37.93. The 
net profit left after paying all expenses 
and the interest on the savings deposit 
would be $62.07. This is a net profit 
of 0.6 per cent on the deposit. 

Compared to this net profit on a 


1 Federal 
1940, p. 1205. 


Reserve Bulletin, November, 
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“AA” bond investment, we have the 
following results should the proceeds of 
the savings deposit be invested in an 
insured mortgage: gross income of 444 
per cent—$450; interest on savings de- 
posit of 2 per cent—$200; overhead 
expense (servicing cost) of 34 of 1 per 
cent—$75; FDIC premium of 1/12 of 
1 per cent, and Federal Income Tax. 
After deducting all these expenses, the 
net profit on the investment is $126.67. 
This is a net profit of 1.3 per cent. In 
other words, the net return on a time 
deposit invested in an insured mortgage 
is 0.7 per cent greater than the net 
return earned on a deposit invested in 


“AA” bonds.'% 
Bank Earnings Data 


This comparison of yields is really 
more favorable to the bond investment 
than the actual experience of banks jus- 
tifies. This fact is borne out by data 
published in the 1939 FDIC Annual 
Report, in the tables analyzing the earn- 
ings of insured banks not members of 
the Federal Reserve System.14 

The net operating earnings of the 
7,087 banks, after payment of expenses, 
per $100 of assets, was $1.19 in 1939, 
or 1.19 per cent. The average net op- 
erating earnings of all commercial 
banks insured by the FDIC was only 
$0.75 per $100 of assets. Sixty-two per 
cent of the banks not members of the 
Federal Reserve System earned less 
than 1.5 per cent on their total assets. 
Therefore, a net return of 1.3 per cent 
which can be earned on time deposits 
invested in insured mortgages is more 
profit than is being earned at present 
by most commercial banks. 

We have now measured real estate 
loans by all four standards—safety of 
principal and interest, liquidity, shift- 
ability, and yield—and found that care- 


* These figures do not make any provi- 
sion for possible losses on defaults for these 
two types of investments—the loss of prin- 
cipal on bonds in case of receivership and, 
in the case of insured mortgages, any un- 
paid deficiency on FHA certificates of 
claim covering foreclosure costs. 

*1939 Annual Report of the Federal De- 
posit Insurance Corporation—Tables 151, 
140 and 153, respectively. 


fully selected loans do have a definite 
and proper place in the investment ac- 
count of commercial banks. How much 
a bank should hold will depend on 
other types of investment opportunities 
which may arise from time to time in 
the securities markets that might better 
fit these standards. In other words, if 
securities can be found of comparable 
risk characteristics that are as liquid 
and shiftable as mortgages and yet re- 
turn a higher income, then, in employ- 
ing the funds of your investment ac- 
count, preference should be given such 
securities. Otherwise, the preference 
logically belongs to mortgages. 


Diversification 


The final safeguard which, if prop- 
erly applied, will minimize the risk of 
loss is a carefully evolved policy of 
diversification. The benefits of diversi- 
fication have been expounded many 
times. Cervantes, writing 350 years 
ago, sagely advised, “It is the part of 
a wise man to keep himself today for 
tomorrow, and not to venture all his 
eggs in one basket.” A mortgage port- 
folio, too, should be carried in several 
different baskets, lest, if one basket 
should be dropped, all the eggs should 


‘*Amortized mortgages, be- 
cause of the provision for 
periodical repayments of prin- 
cipal, permit the bank to adopt 
a continual reinvestment pro- 
gram and thereby to avail itself 
of changes in the rates of inter- 
est. Straight mortgages, on the 
other hand, in order to have a 
proportion of the portfolio ma- 
turing in successive stages of 
the business cycle, should have 
their maturity dates staggered. 
Diversification of maturity dates, 
combined with periodical amor- 
tization of principal, will help 
to maintain a bank’s earnings 
at the highest possible level 
consistent with conservative 
banking practices.’’ 
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be broken. Of course, here again, one 
must compromise the ideal with the 
practical. Obviously there is a limit to 
the number of investment baskets a 
bank’s investment department can 
carry. A bank with a large staff and 
a big portfolio of mortgages can diver- 
sify its portfolio much more than a 
small one. Nevertheless, there are cer- 
tain fundamental principles of diversifi- 
cation which most banks can properly 
apply. 

One of the most common: methods of 
diversifying is to limit the maximum 
which may be invested in a particular 
community, in a particular neighbor- 
hood, or in a particular type of prop- 
erty. Thus, in working out the fund 
conversion policy of a bank, it is ad- 
visable to limit the percentage of the 
portfolio which may be invested in a 
particular community and in a particu- 
lar neighborhood. The maximum per- 
centage which may be invested in each 
type of property—for example, com- 
mercial property, apartment house, and 
single-family homes—also should be 
definitely specified. As a further safe- 
guard, the maximum size of any 
individual mortgage should also be 
specified. 

Another type of diversification, 
which, although it does not attempt to 
minimize possible losses, attempts to 
prevent earnings from declining, is the 
diversification of maturity dates. 


Stagger Maturity Dates 


The rise and fall of interest rates is 
a well recognized phenomenon of the 
cycles of the economic system. Let us 
suppose that a bank has a large part 
of its mortgage portfolio in straight 
mortgages maturing at a time when in- 
terest rates are low. In such case the 
bank would be forced to refinance these 
mortgages at low rates of interest. Or, 
by refusing to refinance these mort- 
gages, keep its funds in cash and specu- 
late on the future rise in rates. Of 
course, if a bank should be successful 
‘in its speculation and be able to invest 
all of its funds when interest rates are 
at their highest level, its profits would 
be far above the average. But specula- 
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tion is extremely dangerous and results 
more often than not in a loss instead 
of a profit. The only safe procedure 
is to stagger the maturity dates of the 
mortgages so that the bank has a com 
stant influx of funds to be reinvested 
promptly regardless of the prevailing 
phase of the business cycle; earnings 
thereby are maintained at a constant 
level. 

Amortized mortgages, because of the 
provision for periodical repayments of 
principal, permit the bank to adopt a 
continual reinvestment program and 
thereby to avail itself of changes in the 
rates of interest. Straight mortgages, 
on the other hand, in order to have a 
proportion of the portfolio maturing in 
successive stages of the business cycle, 
should have their maturity dates stag. 
gered. Diversification of maturity 
dates, combined with periodical amorti- 
zation of principal, will help to main- 
tain a bank’s earnings at the highest 
possible level consistent with conserva- 
tive banking practices. 

The percentages to be used in work 
ing out the various categories in the 
progra’: of diversification must neces- 
sarily at first be arbitrary. But, as ex- 
perience records on the various types of 
mortgages are accumulated, the limits 
which should be placed on each group- 
ing can be determined more scientific- 
ally and a well rounded and practical 
mortgage investment policy for the 
bank can be attained. 

© 


It is my belief that we have been doing 
entirely too much talking about what's 
wrong with America, what’s wrong with 
our form of government, what’s wrong 
with American business, what’s wrong 
with American youth, what’s wrong 
with democracy, and what’s wrong with 
just about everything else in the United 
States. I think the time is here when 
we should begin to think and talk about 
some of the things that are right in this 
country. And, if we do, I am sure we 
will be rather proud to find that the 
assets of America far outweigh its lia- 
bilities Charles R. Reardon, Vice- 
President, First National Bank, Joliet, 
Illinois, in a recent address. 
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The War’s Effects on 


American Banking 


HE European war has had a de- 

cided influence on the national 

economy of the United States. Al- 
ready, Congress has appropriated 
nearly $18,000,000,000 for national de- 
fense, and it has been conservatively 
estimated that the total cost of the re- 
armament program during the next five 
years may aggregate $35,000,000,000. 
Stimulated by the rearmament efforts, 
business activity is at a level higher 
than ever before, and a further increase 
is bound to take place as the rearma- 
ment program is accelerated. Such 
sweeping developments naturally have 
created serious problems which are 
bound to affect the banks of the coun- 
try. Consider the following: 

(1) Will the rearmament program 
bring inflation in its wake, and should 
inflation develop, what can the banks 
do to protect themselves and their cus- 
tomers ? 


(2) What are the investment prob- 
lems created by the war, and how can 
the banks cope with them? ; 

(3) What are the possible after- 
effects of the war on the United States? 


In spite of the huge deficit of the 
Government, the large volume of gold 
that has been accumulated, the huge 
excess reserve balances and the large 
volume of bank deposits, inflation, in 
the sense of a sharp rise in commodity 
prices, is not imminent in this country. 
Not only is there no shortage of agri- 
cultural commodities and basic raw 
materials, but the measures already 
taken by the Government and those that 
may be taken in the future, particularly 


By Marcus Nadler 


Professor of Finance, and Research 
Director of the Institute of Inter- 
national Finance, New York 
University, New York City 


as regards priorities, are likely to pre- 
vent a sharp rise in commodity prices. 

If, however, these predictions should 
not materialize and if a sharp rise in 
commodity prices should take place, 
thus reducing the purchasing power of 
the dollar, what can the banks do to 
protect their own resources, as well as 
those of their depositors and _ bene- 
ficiaries? During the last inflationary 
period in Europe, many Continental 
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**Personally, I am convinced 
that there is no imminent dan- 
ger of inflation and that the 
banks, in handling their own 
portfolios as well as those of the 
trust departments, should, at 
least during 1941, base all their 
calculations on the assumption 
that the purchasing power of 
the dollar will not undergo any 
material changes,’’ suggests Dr. 
Nadler in the accompanying 
summary of his recent address 
at the Mid-Winter Conference 
of the Wisconsin Bankers Asso- 
ciation. 


European banks preserved at least part 
of their assets through the holding of 
gold or the placing of funds abroad. 
These two measures cannot be adopted 
at present. The holding of gold is pro- 
hibited by law, while no currency offers 
greater safety than the United States 
dollar. The purchase of equities by 
banks, even were this possible, offers 
no protection against inflation, because 
the value of equities is based not on 
the break-up value of a given corpora- 
tion but rather on its earning power. 
In periods of commodity price inflation, 
the taxes imposed on corporate earn- 
ings would no doubt be constantly in- 
creased, thereby reducing the corpora- 
tion’s ability to earn and pay out 
dividends. Real estate also is no hedge 
against inflation, as has been demon- 
strated so often in the past. 

Personally, I am convinced that there 
is no imminent danger of inflation and 
that the banks, in handling their own 
portfolios as well as those of the trust 
departments, should, at least during 
1941, base all their calculations on the 
assumption that the purchasing power 
of the dollar will not undergo any ma- 
terial changes. 


Investment Problems 


During the last ten years, the banks 
of the United States were confronted 
with an almost constant decline in the 
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volume of bank loans. As a result, the 

banks assumed more and more the 
character of institutional investors, pri- 
marily in Government obligations. With 
the rearmament program and the ae. 
companying revival and increase in 
business activity, the volume of bank 
loans has increased. From the begin- 
ning of April to the end of December 
of last year, the volume of loans of the 
reporting member banks of the country 
increased by $741,000,000. A further 
increase in the volume of bank loans 
may be expected. Industrial activity 
during the present year is bound to 
be at a higher level than during the 
preceding year. There is a possibility 
of a moderate increase in commodity 
prices, particularly of manufactured 
goods. These factors will combine to 
bring about a further increase in the 
demand for bank credit. 

Many banking officials believe that 
the increase in loans is bound to be 
of such magnitude as to bring about a 
material change in interest rates. Per- 
sonally, I do not share this opinion. A 
study of banking developments in 
Great Britain and in Canada shows that 
the volume of bank loans, in spite of 
the sharp increase in business activity, 
has not shown any material change. In 
Great Britain the volume of bank loans 
by the end of October, 1940, was about 
$200,000,000 smaller than at the out- 
break of the war. In Canada the vol- 
ume of bank loans of the chartered 
banks at the end of October, 1940, was 
only $17,000,000 (Canadian dollars) 
larger than on the same date in 1939. 
The increase, in the latter case, how- 
ever, was to a large extent caused by 
the heavy movement of wheat and by 
accommodations granted by the banks 
for the purpose of erecting facilities for 
storing wheat. In the United States the 
volume of bank deposits is exceedingly 
large. A great portion of the financing 
of new plants is being carried out with 
Government money. Hence, while the 
demand for bank loans will increase, it 
will not go up to a point where in itself 
it will bring about a material change 
in interest rates. 

In the immediate future, the banks 
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of the country will continue to remain 
investors in high-grade bonds, notably 
Governments. The demand for money 
on the part of the United States Gov- 
ernment will increase, however. Not 
only will the deficit for the fiscal year 
1941-42 be larger than those of the past 
ten years, but there is also the distinct 
possibility that the United States will 
extend further aid to Great Britain, 
China, and the Latin American coun- 
tries, which will increase the deficit 
even more. The increased demand for 
money on the part of the Government, 
however, is not likely to bring about a 
material change in interest rates, unless 
the monetary authorities obtain new 
powers to reduce the credit base of the 
country and utilize these powers. 


Trend of Interest Rates 


The trend of interest rates in the 
United States in the immediate future 
will be affected not so much by the de- 
mand for money as by the credit 
policies that will be adopted by the 
monetary authorities, that is, the Board 
of Governors of the Federal Reserve 
System and the Treasury. There are 
two schools of thought as regards credit 
control. On the one hand, the Federal 
Reserve authorities, as expressed in 
their recent recommendations to Con- 
gress, are of the opinion that the credit 
base of the country must be drastically 
reduced. To achieve this, they propose 
that the present maximum reserve re- 
quirements become the minimum, and 
that the Federal Open Market Commit- 
tee be given the power to double the 
percentages; that some measures be 
devised to sterilize incoming gold; that 
the powers of the Treasury to issue 
silver certificates, based on newly ac- 
quired foreign silver as well as on the 
silver seigniorage profit, together with 
the power of the President to issue 
$3,000,000,000 in greenbacks for the 
purpose of retiring a corresponding 
amount of maturing Government obli- 
gations, should be repealed. It is ob- 
vious that if all the recommendations 
of the Reserve authorities were adopted, 
the supply of idle funds in the banks 
would be drastically reduced. This, 


coming at a time when the demand for 
money in the country is increasing, 
would undoubtedly bring about a ma- 
terial increase in interest rates. 

As against this view, some Treasury 
officials as well as others outside of the 
Government are of the opinion that the 
institution of credit control at the pres- 
ent time would not increase the powers 
of the Government to prevent a boom 
or commodity price inflation and that 
its only effect would be to make the 
cost of borrowing by the Government 
more expensive. Under present condi- 
tions, it is argued that other and more 
direct measures of credit control are 


‘In my opinion, bankers 
should base their investment 
policies on the assumption that 
there will be an increased de- 
mand for money, that some 
measures to reduce the credit 
base of the country will be 
taken, and that these develop- 
ments will bring about a mod- 
erate firming of interest rates, 
but not a material change in the 
cost of money. If this assump- 
tion is correct, then banks seek- 
ing an outlet for their funds 
would be warranted in the 
future, as in the past, in placing 
these funds, whenever the mar- 
ket is opportune, in the highest- 
grade securities available. Me- 
dium-grade bonds, the outlook 
for which at present is better 
than for quite some time, have 
never proved a satisfactory type 
of investment for financial in- 
stitutions and hence should be 
liquidated. The same applies to 
real estate. The immediate out- 
look for real estate is definitely 
better than it has been for the 
last ten years. This, however, 
is bound to be only a temporary 
situation, and after the war the 
market for old real estate will 
very likely be as depressed as 
ever before.’’ 
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needed to prevent a boom or a too 
rapid increase in commodity prices. 

The needs of the Government have 
always played an important réle in the 
credit policies of the central banks not 
only in the United States but elsewhere. 
According to the budget message of the 
President, delivered on January 8, the 
deficit for the fiscal year 1941-42 is es- 
timated at $9,310,000,000. In addition, 
the Treasury is confronted with the task 
of refunding several billions of dollars 
of obligations maturing during the next 
few years. The needs of the Treasury 
are, therefore, such as to preclude any 
material increase in interest rates. In 
fact, thus far the war has not brought 
about any material changes in interest 
rates in any of the belligerent coun- 
tries. In the totalitarian countries, and 
particularly Germany, interest rates 
have tended downward. Even in Great 
Britain and Canada the governments 
were able to borrow at low rates of 
interest. 

What credit policies will be adopted 
by the monetary authorities is as yet 
impossible to predict. In view of the 
great needs of the Government, how- 
ever, it is fairly certain that a sharp in- 
crease in interest rates will be fought 
by the Treasury and in all probability 
will not occur. 

In my opinion, therefore, bankers 
should base their investment policies 
on the assumption that there will be an 
increased demand for money, that some 
measures to reduce the credit base of 
the country will be taken, and that these 
developments will bring about a mod- 
erate firming of interest rates, but not 
a material change in the cost of money. 
If this assumption is correct, then banks 
seeking an outlet for their funds would 
be warranted in the future, as in the 
past, in placing these funds, whenever 
the market is opportune, in the highest- 
grade securities available. Medium- 
grade bonds, the outlook for which at 
present is better than for quite some 
time, have never proved a satisfactory 
type of investment for financial institu- 
tions and hence should be liquidated. 
The same applies to real estate. The 
immediate outlook for real estate is 
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definitely better than it has been for the 
last ten years. This, however, is 
bound to be only a temporary situation, 
and after the war the market for old 
real estate will very likely be as de- 
pressed as ever before. 

Investment problems caused by the 
war are, therefore, not much different 
from those which existed in the United 
States for a considerable time, and in 
all likelihood the banks will continue 
to be investing rather than lending 
institutions. 

The problems that will confront the 
world after the present war will be 
greater than those which presented 
themselves after the first World War. 
Not only will the destruction of prop- 
erty be greater, but it is also highly 
doubtful whether American investors 
will be as willing to place their funds 
at the disposal of Europe after the pres- 
ent conflict as they were after the last 
war. A new order is definitely arising 
in Europe, but neither Communism, 
Nazism nor Fascism holds out any hope 
for the future, and none of these sys- 
tems represents an order which liberty- 
loving people would accept. What the 
new order in Europe will be is, of 
course, impossible to predict. It is al- 
ready evident, however, that a great 
deal of emphasis will be placed on so- 
cial security and on economic stability, 
nationally as well as internationally. 

The greatest problem that will con- 
front the United States after the war 
will again be the question of unemploy- 
ment. The rearmament program has 
taught us a very valuable lesson, how- 
ever, in that it showed that once the 
demand for capital goods is revived, 
unemployment rapidly decreases. The 
solution of the unemployment problem 
after the ending of the rearmament pro- 
gram will, therefore, be found in a re- 
vival of the capital goods industries 
and in further increasing the demand 
for durable consumers’ goods. Consid- 
ering the great natural resources of this 
country, there is no reason why, if 
Government, business and labor co- 
operate harmoniously in a spirit of 
patriotism, the problem of unemploy- 
ment cannot be definitely solved. 
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Our Twofold 


Financial Problem 


UR financial problem is really two- 
fold, one the problem of financ- 
ing the Government, the other the 

problem of financing the defense in- 
dustries. 

The Government’s problem is clearly 
a very large one. The third session of 
the 76th Congress made defense appro- 
priations of nearly 9 billion dollars. 
And as the President indicated in his 
budget message recently, additional 
defense appropriations of about 11 bil- 
lion dollars may be expected from the 
new Congress. These vast sums do not 
take into account the ordinary costs of 
running the Government, nor do they 
include the cost of such help as we may 
. give to England in the shape of funds, 
credits or equipment. 

The question here is not whether the 
Government can raise the ‘sums re- 
quired. No one has any doubts on that 
score at all. The problem is rather 
how it can raise and spend the money 
to the least detriment of the community. 
Congress has already shown that it in- 
tends to raise through taxation as large 
a share of the defense expenditure as 
possible. That determination is sound 
financial practice and it accords with 
the best American tradition. Defense 
financing by taxation has the merit, 
among others, of diverting productive 
effort into channels directly serving the 
national defense. It does this by limit- 
ing useless or postponable expenditure, 
and by utilizing the funds so relin- 
quished to’ pay military or other defense 
costs. There is, however, a certain 
limit beyond which taxation for de- 
fense, as for other purposes, should not 
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go. This is the point at which taxation 
becomes destructive, in the sense that 
it encroaches upon the capital equip- 
ment of the country. Determining 
where this point lies is one of the most 
difficult and delicate decisions that 
Congress is called upon to make. 


Financing the Government 


There are so many variables in the 
problem that it is a doubtful exercise 
to forecast the probable amount of new 
Federal borrowing during this calendar 
year. The amount of the deficit to be 
covered by loans during the calendar 
year will depend upon the productivity 
of taxation; upon the absolute capacity 
of the Government to spend, which de- 
pends in turn upon the capacity of in- 
dustry to produce; upon the reductions 
which Congress and the Administration 
may be able to make in non-defense ex- 
penditures, and upon the financial aid 
we may give to Britain—again turning 
in part upon the capacity of industry to 
produce. Altogether, in the light of 
such information as is available outside 
the Treasury, it seems fair to conjec- 
ture—and it is only a conjecture—that 
the cash deficit for the calendar year 
1941 will be around 6 billion dollars. 
In addition to issuing new obligations 
to cover this deficit, the Treasury will 
be faced with refunding about 2.7 bil- 
lions in notes and bonds that mature 
or are callable during the year. 
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Granted conditions as they are, rais- 
ing such a large sum of money presents 
no formidable difficulties. The choice 
of method, however, is a different mat- 
ter and calls for a high order of judg- 
ment on the part of the Treasury. The 
easy way is to place the principal share 
of the new Treasury obligations with 
the banks, relying upon bank credit to 
provide the money. But at this time, 
even though the banks of the country 
are replete with loanable funds, this is 
not the best way. The commercial 
banks as far back as last June already 
owned upwards of 13 billion dollars 
of direct Treasury obligations, nearly 
30 per cent of the entire direct Federal 
debt. They could readily buy more, but 
from the standpoint of the national ad- 
vantage it would be unwise for them 
to do so on a grand scale. 

The reason for this can be clearly 
seen. Commercial banks by the very 
nature of their business have to rely 
upon their borrowers to reduce their 
loans from time to time, preferably out 
of earnings. If the Government is the 
borrower from the banks and its ex- 
penditures are running ahead of its 
revenues, the Government cannot pay 
down its debt to the banks, but has to 


. 
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increase it. The effect of this is con- 
stantly to increase the volume of bank 
credit and therefore the volume of de- 
posits, the effect of which in turn is to 
raise prices and invite inflation. Financ- 
ing defense on commercial bank credit 
is almost as bad from the public stand- 
point as to finance vast Government un- 
dertakings by issuing greenbacks or 
borrowing from a central bank. As a 
matter of fact, it was exactly this abuse 
of central bank credit that culminated 
in the vast German inflation of 1923. 


Public Debt and Savings 


The general deduction to be drawn 
from this is that the defense program, 
in order to minimize the potential in- 
flation involved in any such large ex- 
penditure by the Government, should 
be financed not by banks, which are 
depositaries of funds, but by the owners 
of the funds themselves. Fortunately 
—and this is an unique advantage the 
United States holds in the world at 
present—there is an immense amount 
of money in the country seeking sound 
investment. The owners of savings and 
investment funds will be ready and 
willing to lend them to the Government. 
They include not only the large insti- 
tutional holders of money, such as the 
insurance companies, the savings banks 
and university and other endowment 
funds, but also numerous private in- 
vestors, large and small. 


The success of the Treasury between 
1917 and 1919 in distributing the Lib- 
erty and Victory loans to a very broad 
public and its success in recent years in 
selling low-denomination bonds _ to 
small investors show how large a mar- 
ket stands ready to share in defense 
financing. This is the democratic way. 
In our great program of total defense, 
the whole people should have the op- 
portunity to share in financing it. For 
this purpose, I suggest that the bonds 
to be issued should carry a fair rate of 
return, that they be available in small 
as well as in large denominations, and 
that they be fully taxable. In order also 
not to penalize the patriotic subscriber 
who over-estimates his capacity to buy, 
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I suggest that the new bonds be made 
freely marketable. 


Financing Defense Industries 


I come now to the other problem 
posed by the defense program, that of 
financing the defense industries. Here 
again the question is not whether funds 
are available but how they shall be ob- 
tained to the best long-run advantage 
of the country—that is to say, with the 
least danger of inflation. Now, it is 
perfectly clear that a Government 
agency could provide the stake a de- 
fense contractor needs, that the Govern- 
ment agency could obtain the funds 
from the Treasury, and that the Treas- 
ury could obtain the funds by selling 
bonds to the banks. Or, to the extent 
the law permits, the Treasury could 
borrow from the Federal Reserve banks 
or print greenbacks. Every one of 
these methods is inflationary; they dif- 
fer from one another in that respect 
only in degree, and they do not make 
use of the extraordinarily favorable 
financial position in which the country 
finds itself. Not only is there a vast 
store of investment and savings capital 


ready to be tapped, but the American 
banking system is prepared to finance 
the productive activities of industry in 
any amount that the defense program 


requires. After a long period of idle- 
ness, which has also been a period of 
solidification, the banking system de- 
sires nothing so much as to put its 
whole strength at the call of the 
country. 

Congress has already recognized 
these facts. In October, 1940, it passed 
legislation known as the Assignment of 
Claims Act of 1940, the general purpose 
of which was to facilitate bank loans 
to industries engaged on defense con- 
tracts. For nearly a century it had been. 
the policy of the Federal Government 
to prohibit the assignment of any claim 
against itself. By the new legislation, 
however, carefully defined provision is 
made whereby claims under defense 
contracts can be assigned to ‘banks for 
the greater protection of loans made at 
intermediate or short term to the con- 
tractors. Without attempting to recite 


the provisions of this liberal law or the 
specifications of the contracts made un- 
der it, the broad effect is to put Federal 
credit behind bank loans to defense in- 
dustries in a degree not permitted 
heretofore. The guarantees in all cases 
are not absolute, the door is not left 
wide open for unrestrained lending, and 
the credit standing of the contractor has 
still to be taken into consideration. But 
the conditions created by the law are 
such that the banks have made loans 
to defense contractors and are continu- 
ing to make them, at rates of interest 
lower than at any time in a generation. 
While individual loans have been large, 
notably to the aircraft industry, only 
the surface of possibility, taking the na- 
tion as a whole, has been scratched thus 
far. 


Loans of this sort, as Congress and 
the Administration foresaw, have spe- 
cial advantages. In the first place, they 
utilize a system already highly de- 
veloped. The American banking system 
is the most decentralized in the world, 
providing some fifteen thousand outlets 
for bank credit. Accordingly, once the 
practice and procedure of this sort of 
lending are established, the credit needs 
of the defense industries, now becoming 
more and more widespread, can be most 
promptly satisfied. Further, lending to 
industry for purposes of production is 
one of the normal functions which 
banks are designed to serve and with 
which they are most familiar. Loans 
can thus be made with the minimum of 
delay, and speed at this stage of the 
defense program is the one indispensa- 
ble condition of success. In the next 
place, bank credit when so used for 
defense production does not remain 
outstanding but is retired in due course 
from the proceeds of taxes and Govern- 
ment loans. And finally, if these Gov- 
ernment loans are purchased out of 
savings and investment funds, as now 
proposed, then the dangers of inflation, 
always present in so large a program of 
Government spending, are much re- 
duced and kept within bounds by nor- 
mal methods of control.—From Mr. 
Aldrich’s recent report to the Chase Na- 
tional Bank’s shareholders. 
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Aspects of the 


Reserves 


HERE has been a great deal of talk 

about excess reserves. Some of it 

has produced more heat than light. 
It seems important, therefore, to under- 
take to throw increased light on certain 
aspects of this subject which is so im- 
portant to bankers, to the Federal Re- 
serve System, and to the nation. 

First: We have today the unpre- 
cedented amount of seven billion dol- 
lars in excess reserves. This excess can 
be used by the members banks of the 
System to extend credit by means of 
loans and investments. 

Second: On the basis of this enor- 
mous volume of excess reserves the 
volume of deposits—now 60 billions— 
could be doubled. A volume of deposits 
twice as large could do twice as much 
work and if the amount of goods and 
services did not increase at the same 
rate, there would be the danger that 
prices would rise rapidly. This is not 
in the interest of a stable economy. 

Third: It may also be pointed out 
that the same result could be achieved 
by doubling the use of existing de- 
posits, namely, the sixty billions. In 
other words, at the present time the 
velocity of deposits—that is, the use or 
turnover of the present deposits—is 
about “thirteen.” There have been 
times in the past when this velocity was 
“twenty-six.” Therefore, if existing de- 
posits should be used twice as actively 
as they are now used, that too would 
represent a dangerous situation. This 
is not in the interest of a_ stable 
economy. 

Fourth: After deposits have once been 
created, there is little that the Federal 
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Reserve System can do about them. 
That has to be dealt with by non-mone- 
tary means ‘such as restricting of price 
advances, rationing, etc. The Federal 
Reserve authorities can, if given suffi- 
cient power, regulate the growth of de- 
posits but they can not control the turn- 
over of existing deposits. 

Fifth: To control the growth of de- 
posits, however, the Federal Reserve 
System needs sufficient powers in suffi- 
cient time to deal with the existing ex- 
cess reserves should occasion arise for 
the System to act in the interest of a 
stable economy. 


Meaning of Reserves 


These facts are plain and simple. 
Let’s now try to clarify the meaning of 
reserves. 

I have found in talking about reserves 
that one often encounters misconcep- 
tions with regard to reserves and their 
functions. This is due principally to 
the fact that often the individual thinks 
of Federal Reserve Bank operations in . 
terms of commercial bank operations. 

An understanding of reserves re- 
quires more than that. It requires that 
the point of view of the banking sys- 
tem as a whole be taken; that the close 
inter-relation of bank with bank in an 
organic system be recognized as a 
fundamental condition and that the es- 
sential problems of central banking ac- 
tion be understood. 
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For example, there are those who 
sincerely believe that financing of Gov- 
ernment deficits by banks increases ex- 
cess reserves. This is not so. When a 
bank buys a Government obligation and 
pays for it, the banker’s reserves at the 
Federal Reserve Bank are _ thereby 
diminished and the Government’s de- 
posits at the Federal Reserve Banks are 
increased. On the other hand, when 
the Government later spends _ this 
money, the money goes into the hands 
of private persons in various sections 
of the country who pay their bills and 
the money finds it way into banks, or 
who themselves deposit the money in 
banks. The banks in turn redeposit the 
money with the Federal Reserve Banks. 
The net result is that there has been no 
change in the total volume of member 
banks’ reserves but there has actually 
been an increase in deposiés. In other 
words purchasing Government secu- 
rities by banks is lending to the Gov- 
ernment by a bank and has the same 
effect on the volume of deposits as when 
a bank lends to anyone else. The ex- 
tension of credit in either case increases 
deposits. 

Incidentally, it may be mentioned 
again that Government deficit financing 
through the banks diminishes excess 
reserves. As deposits increase, required 
reserves, according to present percent- 
ages of reserve requirements, increase 
by roughly one seventh of the amount 
of the increase in deposits so that if 
the Government borrows a billion dol- 
lars from the banks, it will increase de- 
posits by about one billion dollars and 
thus convert about one hundred and 
fifty million dollars of excess reserves 
into required reserves. 

For the reasons outlined it has been 
suggested that a large part of future 
Government financing (though of 
course not all and certainly not at 
once) be accomplished, by drawing 
upon the existing large volume of de- 
posits rather than by creating additional 
deposits through bank purchases of 
Government securities. This can be 
done by offering a security that will 
be desirable to and sought by the de- 
positors, individuals, business corpora- 


tions such as insurance companies and 
others. It has likewise been suggested 
that a means be provided for absorbing 
a large part of the existing excess re- 
serves so as not to make possible a 
further large increase in deposits. The 
deposits are already large. 


Reserves Use Fallacy 


There is still another misconception. 
This misconception is even more wide- 
spread and has certain insidious impli- 
cations. 

Some think and say that when the 
Federal Reserve banks engage in open 
market operations and are making dis- 
counts or advances to member banks 
the funds they use are the reserves of 
the member banks. What is worse, 
some even go so far as to say that the 
reason that the Federal Reserve System 
has raised or may in the future wish to 
raise reserve requirements is that it 
would have more funds to invest in 
Government securities. Of course this 
is not true. 

It is perfectly apparent that an in- 
crease in reserve requirements does not 
necessarily result in an increase of re- 
serve balances. The result is a change 
in amount of reserves from one to the 
other of the two labels—a larger amount 
on the books of the Federal Reserve 


“‘Often the individual thinks 
of Federal Reserve Bank opera- 
tions in terms of commercial 
bank operations. An under- 
standing of reserves requires 


more than that. It requires 
that the point of view of the 
banking system as a whole be 
taken; that the close inter- 
relation of bank with bank in 
an organic system be recognized 
as a fundamental condition and 
that the essential problems of 
central banking action be under- 
stood,’’ points out Mr. Szym- 
czak in the accompanying article 
which comprises a portion of his 
recent address at the Federal 
Reserve Bank of Dallas, Texas. 
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‘“We are all concerned with 
our national success. Our part 
—yours and mine—in national 
success is in the responsibility 
we have in connection with in- 
fluencing credit to the end of 
economic stability. It is plain 
common sense that to meet this 
responsibility, which is only one 
factor in the broad field of eco- 
nomic influences, the time to 
get ready to solve a national 
credit problem that may arise is 
not when the problem is right 
on the doorstep of an individual 
bank—your bank for example— 
for then it may be too late.’’ 


banks is labelled “required reserves” 
and a smaller amount on the books of 
the Federal Reserve banks is labelled 
“excess reserves.” The reserves, as 
such, at the Federal Reserve banks may 
remain the same. The Federal Reserve 
System does not acquire any funds 
whatever by the process of increasing 
reserve requirements. 

Furthermore the Federal Reserve 
banks are not dependent on the mem- 
ber banks for their lending power. Let 
us look at our balance sheet. At the 
present time the Federal Reserve banks 
have, on the resources side, twenty bil- 
lion dollars of cash and two billion 
dollars of earning assets and on the 
liabilities side they have sixteen billion 
dollars of deposits and six billion dol- 
lars of Federal Reserve notes. If all 
the deposits of the Federal Reserve 
banks were withdrawn by the member 
banks which, of course, could not hap- 
pen, the result would be that the Fed- 
eral Reserve banks would have the same 
assets as before but instead of having 
sixteen billion dollars of deposits and 
six billion dollars of notes on the lia- 
bility side of the statement, they would 
have no deposit liabilities but would 
have twenty-two billion dollars of note 
liability. There would be no change in 
the ratio of the Federal Reserve banks’ 
reserves to their liabilities which is 
about 90 per cent and there would be 
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no substantial reduction in the Federal 
Reserve banks’ lending powers. I say 
substantial reduction—because as you 
know, the law requires the Federal Re- 
serve banks to hold a 40 per cent re- 
serve against notes—and only a 35 per 
cent reserve against deposits. 


Federal Reserve Lending Power 


The lending power of the Federal 
Reserve banks is based in the first in- 
stance on the power which Congress 
placed in the Federal Reserve banks, 
when it established them, to issue Fed- 
eral Reserve notes and to create de- 
posits, holding 40 per cent reserves 
against the notes and 35 per cent re- 
serves against the deposits. Therefore, 
the lending power does not originate 
with the member banks; it originates 
from the Government granted power. 

Since we have a practical situation in 
the Federal Reserve System and not a 
theoretical one, I shall not take time 
now to discuss hypothetical and highly 
improbable situations. Our actual sit- 
uation is this: the liabilities of the Fed- 
eral Reserve banks—notes and deposits 
—are used by the banks or the public 
continuously because they need them in 
their business operations. 

Everyone needs a certain amount of 
pocket cash to meet certain kinds of ex- 
penditures. Therefore, Federal Reserve 
notes are issued. These notes stay out 
because they meet a public need and 
they stay out so long as this public 
need exists. When the public no longer 
needs them, they are returned to the 
banks and from the banks to the Fed- 
eral Reserve banks. If the need in- 
creases, the amount of notes increases 
and if the need decreases, the amount 
of notes decreases. This mechanism 
works well and we have no trouble 
with it. 

As regards deposits, the member 
banks want their deposits to be in the 
Federal Reserve banks and they want 
them there, not only because they are 
required by law to hold reserves in that 
form, but also because it is the most 
convenient way to clear with other 
banks and, finally, because the banks 
want to feel that a certain amount of 
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their funds is absolutely intact and held 
in a public institution not operated for 
profit but devoted to the purpose of 
regulating the volume of bank credit in 
the interest of economic stability. 

This is the case even in foreign coun- 
tries where there are no legal reserve 
requirements. In those foreign coun- 
tries, commercial banks maintain re- 
serves with their central bank even 
though they are not required to do so 
under law. 


Central Banking Functions 


To point this up, let me state that 
the power of the Federal Reserve banks 
to invest in Government securities or 
to discount for or make advances to the 
member banks is based on the fact that 
Congress has given the Federal Reserve 
System certain powers and back of these 
powers lies the fact that modern econ- 
omies have found central banking 
mechanisms an essential part of modern 


life. The Federal Reserve banks’ lend- 


ing power, therefore, rests in the final 

analysis on the fact that they perform 

necessary central banking functions. 
The Federal Reserve authority can 


therefore make additional reserves 
available when needed, quickly and in 
ample volume to meet all the credit 
demands that go with economic activity. 
This authority is in the discount powers, 
the powers of open market operations 
and the power to lower reserve require- 
ments. They have ample power to in- 
crease excess reserves should conditions 
require an increase. 

Finally, let me point out that not 
only do the Federal Reserve banks not 
depend on member bank deposits for 
their lending power, but, quite the con- 
trary, the Federal Reserve banks under 
normal circumstances have the author- 
ity to regulate the lending power of 
member banks. When the Federal Re- 
serve banks lend to the member banks 
or buy securities in the open market, 
they create member bank reserves and, 
therefore, increase the member banks’ 
lending powers. When Federal Re- 
serve banks are repaid or when the Fed- 
eral Reserve banks sell Government se- 
curities, they diminish member banks’ 
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reserves and reduce the member banks’ 
lending powers. It is, in fact, in this 
power to influence member bank re- 
serves and consequently to influence 
their lending power that lies the prin- 
cipal instrument of credit control pos- 
sessed by the Federal Reserve System 
and, therefore, since a large part of 
member bank reserves is created 
through Federal Reserve purchases of 
Government securities, it is absurd 
(isn’t it) to say that the Federal Re- 
serve banks use the member banks’ re- 
serves. How can the Federal Reserve 
banks be using member banks’ reserves 
when the operation itself increases mem- 
ber banks’ reserves? It would be a 
case where the creature is supposed to 
be the creator of its creator. 

I hope I have been helpful in throw- 
ing some light on the subject of 
reserves. < 

We are all concerned with our na- 
tional success. Our part—yours and 
mine—in national success is in the re- 
sponsibility we have in connection with 
influencing credit to the end of eco- 
nomic stability. It is plain common 
sense that to meet this responsibility, 
which is only one factor in the broad 
field of economic influence, the time to 
get ready to solve a national credit 
problem that may arise is not when the 
problem is right on the doorstep of an 
individual bank—your bank for ex- 
ample—for then it may be too late. 

Certainly too, everyone wishes to do 
his part in the program for national 
defense. That program has its effect on 
our national economy, now and later. 
You and I are in duty bound to be 
concerned with a strong national credit 
defense in the interest of economic 
stability in the United States. Economic 
stability makes for national success. 


© 


THE Federal Housing Administration is 
expected to ask for legislation extend- 
ing its authority to refinance home 
mortgages when the act now granting 
that authority expires July 1. Renewal, 
the FHA holds, is necessary to maintain 
proper balance on financing new and 
old construction—Washington Review. 
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INCREASING PERSONAL LOAN BUSINESS 
by R. E. DOAN and G. F. FOLEY 


Price $2.50 


The Chapters HE Personal Loan Department has far 
greater possibilities than have hitherto 
. Who Borrows. Why They been realized. Mr. Doan and Mr. Foley 
Borrow recognize the human features of this department 
. Practical Operating Suggestions in its possibilities for service te the worthwhile 
citizens of the community but they have gone 
further in their investigation of the country’s 
successful Small Loan Departments to answer 
. Introduction to “THE the questions: How May Profits Be Increased? 
DENVER PLAN” How May Services Be Broadened? How May 
. DENVER PLAN and Large Its Facilities Be Extended to Serve Business 
Department Stores Firms as Well as the Individual? 


. Advertising Personal Loan 
Department 


. DENVER PLAN and Small Besides these questions the authors as 

Retailers, Professions originators of the now famous “DENVER 
PLAN” present their experiences and set forth 
for the first time the entire operation of this plan 
which assists retail merchants to liquidate their 
. FHA Mortgage Loans delinquent accounts. 


. Systematizing FHA Moderniza- 
tion Loans 


May we send you on 5 days’ approval a copy of 
INCREASING PERSONAL LOAN BUSINESS? 
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IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


HE tempo of events vitally affecting 
banking and finance is stepping up 
in the national capital, as the new 
ceiling on public debt is passed and 
all-out aid to Britain and her allies 
becomes the law of the land. America 
will become concerned over her weak- 
ened financial condition, the critics 


hope, while safety for the nation as a 
democracy will be paramount, say the 
spokesmen for the Administration. De- 
bate in the Senate over the lifting of 
the public debt to a ceiling of $65 bil- 
lion expressed grave concern over the 
future; over the safety of financial in- 


stitutions; over taxes that must be 
levied; and over inflation. 

While a public debt of $65 billion is 
accounted as safe and reasonable in 
comparison with national resources and 
mounting income from taxes, it is 
clearly indicated that a $75 and a $100 
billion ceiling may be expected as 
Britain’s war is underwritten. The few 
members of Congress who are students 
of national finance are anxious that a 
beginning be made toward repaying this 
debt rather than permitting it to weigh 
down unborn citizens for generations to 
come. 

Strangely, it is just now creeping into 
the consciousness of leaders in Congress 
that while the statutory debt limit has 
a dramatic sound, actually it is the 
total of appropriations which deter- 
mines the obligation of the nation to re- 
pay. According to constitutional au- 
thorities, the moneys appropriated take 
precedence over any specific figure 
known as the statutory debt limit. 
Should there be a difference in totals, 
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and appropriations exceed the limits 
for selling Treasury securities, it is now 
being said that it would be entirely 
proper and legal to float bonds and 
notes to meet the needs as indicated 
by Congress when money bills were 
passed. Thus public works, new types 
of relief, social security benefits and 
strictly domestic and local -needs, may 
determine the public debt ceiling. 

It is probable that as these pages are 
read there will have been inaugurated 
one of the greatest bond-selling cam- 
paigns in national history. It will be 
reminiscent of the days of the first 
World War except there will be the 
radio appeal added to the program. 
Various types of baby bonds, certifi- 
cates, and stamps will be placed on the 
bargain counter to attract the thrifty 
and to bring out savings not now being 
used. However, the banks of the na- 
tion will continue to be the chief de- 
pendence of the Treasury. Only a small 
part—comparatively speaking—of the 
money needed will actually come from 
the public. Most of it will have to come 
from banks and life insurance com- 
panies. 

Unless all signs fail, organized bank- 
ing will aid the Treasury in selling 
bonds to the people. Conversations to 
that end are already under way. This 
again is a reminder of the days of 
William Gibbs McAdoo as Secretary of 
the Treasury. (His passing recently 
removed one of the colorful figures 
which, in a life-time, saw the nation 
complete a full cycle of war, a boom 
market, a depression and the beginning 
of the build-up for another inflation.) 
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Holding Company Bill 


On the more strictly technical matters 
concerning banking, the drive to enact 
some form of an anti-holding company 
bill is getting under way. Despite un- 
settled world conditions, reformers here 
are still active. The benefits of social 
improvements still motivate their 
actions. In the elimination of bank hold- 
ing companies, this belief is paramount. 

In addition to the testimony of Sec- 
retary of the Treasury Morgenthau be- 
fore a House Appropriations Committee 
that bank holding companies “should 
be corrected,” that is, eliminated, and 
the writing of a bill which veteran 
Senator Glass introduced “with reser- 
vations,” Comptroller of the Currency 
Preston Delano has also urged Congress 
to pass necessary legislation. He has 
embodied this recommendation in his 
annual report. 

The Comptroller also urged that a 
means of “enforcing compliance” with 
the views of his office be written into 
law by granting new powers over di- 
vidends paid on bank stock. He asked 
for “sanctions to enforce compliance 
with national banking laws and safe and 
sound banking practices.” Present 
laws are either too drastic or insuffi- 
cient to meet all needs, he observed. 

“It is extremely desirable that the 
functions of the Comptroller in the 
supervision of national banks be im- 
plemented with a power which would 
assure compliance with legal require- 
ments and yet which would not seri- 
ously disrupt the financial structure of 
a community or destroy a necessary and 
in most respects well-run banking in- 
stitution.” 

There is, of course, only one case 
that has high-lighted this newly discov- 
ered “need.” That is the recent expe- 
rience in seeking to curb the fourth 
largest bank in America. The Treas- 
ury took up the cudgels in the attempt 
to invoke sanctions and discovered that 
to require absolute compliance with 
orders issued by the Secretary through 
the Comptroller it would be technically 
necessary to close the bank. The very 
size of the institution made such a move 
impracticable. Actually, the Treasury 
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merely wanted the institution to “con- 
form.” 

The fact that the Treasury-written 
Glass anti-holding company bill con- 
tains this recommendation of the 
Comptroller for powers over bank di- 
vidends is evidence of the deep-seated 
desire to carry on the campaign to the 
end. 


Federal Reserve Program 


Little, unfortunately, has yet been 
done to implement the program so well 
outlined by the Federal Reserve Board, 
Reserve Banks and Federal Advisory 
Council, at the first of the year. It will 
be recalled that legal control over 
excess reserves in order to avoid the 
dangers of inflation were asked. While 
lip service was freely given to the need 
for controls over inflation, personalities 
again thwarted immediate action to that 
end. Senator Wagner, Chairman of the 
Committee on Banking didn’t like the 
program offered through the Reserve 
Board on New Year’s Day because he 
saw a possible attempt to divert atten- 
tion from his monetary and _ banking 
study. 

Secretary of the Treasury Morgen- 
thau saw in the program an attempt to 
take from his Department monetary 
controls and he announced that he was 
“watching” very closely for signs of 
inflation. Chairman Crowley of the 
Federal Deposit Insurance Corporation 
didn’t care for the part of the program 
which offered inducements to state non- 
member banks to join the Reserve Sys- 
tem. The White House said nothing 
and hence nothing has been done. 

There are signs now, however, that 
the Wagner Questionnaire may again be 
highlighted in the news and that the 
Senate Banking and Currency Com- 
mittee may begin hearings on the docu- 
ment. If this develops then the Reserve 
System’s program may be accorded 
some recognition even though a minor 
one. However, the point is that the 
dominant personalities, affecting bank- 
ing and through banking the millions of 
depositors as well as those not deposi- 
tors, are allowing personal ambitions 
and petty jealousies to thwart action to 
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properly meet a danger that is very 
real. 


National Banking Problems 


As is well known, the Comptroller of 
the Currency is under the complete 
control of the Secretary of the Treas- 
ury. The Secretary of the Treasury 
considers this proper and in line with 
basic law. He may be right in this 
reading of the law or he may be wrong 
in the view of the history of that office. 
However, the comments of officials of 
the Comptroller’s Office indicate that 
there is little hope for securing harmony 
in Federal banking programs. 

First Deputy Comptroller of the Cur- 
rency Upham, former banking adviser 
to the Secretary of the Treasury, made 
a notable and significant address before 
a regional conference of banking offi- 
cials in Wisconsin. He sought to de- 
fend the national banking system. He 
thereby recognized the drift that has 
set in away from national banking 
charters. The decline in the past year 
of the number of national bank char- 
ters has amounted to 39. He proposed 
that the cost of national bank examina- 
tion be shared with the FDIC. Further 
that the national banks pay for only 
one examination a year, rather than two 
as at present. 

In another part of his address he 
placed himself on record against a 
unified banking system, unless it be 
within the national system. “Logic 
requires that all banks be nationalized, 
chartered by the Federal Government, 
examined and supervised by it,” he 
noted, if it is decided to bring about 
such a unified system. 


FDIC Report 
Leo Crowley, Chairman of the FDIC 


remains on in active service despite his ~ 


utility connection. His annual report 
for the year-end is generally optimistic 
for the condition of insured banks which, 
numerically speaking, are shrinking. 
The number of banks in the United 
States has now declined from 13,589 to 
13,496 at the beginning of this year. 
Chairman Crowley inserted a warn- 
ing for a certain few bankers, telling 
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them to “dispose of their non-banking 
real estate and similar assets,” while 
they may. There are still a few banks 
with depleted capital or inferior assets 
that might not be able to withstand a 
downward trend. 


Wage-Hour Law 


The drive to bring all banking insti- 
tutions within the scope of the Wage- 
Hour law appears to be won without a 
court contest of any kind. The action 
of the Supreme Court in upholding the 
law in its application to a small lumber 
company is held by officials of the 
Wage-Hour Division of the Department 
of Labor, to be also applicable to 
banking. While there are pending some 
cases involving banks, these are no 
longer held significant. 

Banks generally have observed the 
Fair Labor Standards Act, it would 
appear from the annual report of the 
Administrator of the law. Compara- 
tively few financial institutions have 
had complaints filed against them. In 
the period between October 24, 1938, 
and June 30, 1940, there were 305 com- 
plaints made against 217 banks. The 
percentage is apparently small. 


The Financial Picture 


The all-over financial and banking 
picture as reflected in Washington has 
an unhealthy rosiness. It is a sort of 
flushed coloring, indicating fever within. 
It is unfortunate that the bankers of 
America, appreciating the signs and 
portents of economic developments, are 
not able to point out the dangers ahead 
for their depositors. This does not 
mean any weakening of desire to help 
in the elimination of world dictator- 
ships. It does mean, however, that in 
the fight against Hitlerism, financial 
security at home must not be sacrificed. 
Neither does it mean that social gains 
and betterment for the masses must be 
discarded. But these gains must not be) 
engulfed in a sea of debt. Conservative, 
enlightened counsel is needed for the 
economic health, even as it is often 
needed for the physical body that is 
suffering from excesses and must give 
attention to diet. 












-----qa readable, clear, practical, 





comprehensive treatise on ----- 


New Business for 
the Trust Department 


By THEODORE TEFFT WELDON 





SOME OF THE TOPICS 
DISCUSSED 


Surveys and analyses of the trust market 
as it exists today. 


The effect of the economic cycle on trust 
sales. 


How much is a given piece of trust busi- 
ness worth? Profit possibilities. Compari- 
son with other banking functions. 


Measuring the return from the advertis- 
ing and selling dollar. 


Sales plans and helps for the one-man 
trust department. 


Selecting, training, managing and paying 
salesmen. 


Prospect lists, follow-up systems, sales 
reports and mechanical helps to selling. 


Definite merchandising plans and the 
inter-relation of all sales elements. 


Practical sales ideas, appeals and points 
together with the use of graphs, figures 
and charts in selling. 


Ethical questions, investment practices, 
treatment of lawyers and insurance men 
in relation to selling. 
Internal problems affecting the growth 
of trust sales. 


An extensively illustrated discussion with 
ideas and copy to assist in preparing 
and recognizing better advertising. 


HIS is the only book ever published 

which takes up the whole sales problem 

of the trust department and discusses 
every phase and facet of this highly profes- 
sional function. It attacks the questions in 
their large sense as well as minutely and in- 
dividually. 


The various methods of determining the 
present value of each trust sale are analyzed. 
The organization and administration of the 
new business effort are discussed in detail. 
The development of profitable solicitation is 
exhaustively treated, as is also the trust officer's 
individual effort to get business. The trouble- 
some problems of lawyer and insurance co- 
operation are defined, and the less obvious 
points of trust ethics in relation to selling are 
carefully weighed. 


Advertising is approached with a view tc 
making it more productive and less costly. 
Themes to use, ideas as to copy, thoughts on 
lay-out and media are concise and authorita- 
tive. How to prepare mailing lists, what to 
send, when to mail, what to expect from it 
and how to cash in on it are matters which 
receive their just emphasis. Co-relating all 
elements of advertising and selling into the 
most productive whole from a merchandising 
standpoint is graphically illustrated. 


The book contains dozens of graphs, charts, 
illustrations, tables, advertisements, mailing 
pieces, record forms; and teems from begin- 
ning to end with examples of successful prac- 
tices and plans. It should be read repeatedly, 
referred to, and become a text book for all 
trust officers and their assistants when con- 
sidering the growth of their departments. It 
is invaluable to the seasoned solicitor, and a 
veritable gold mine of information to new 
salesmen. Advertising men will find it an 
inspiration in preparing copy. Directors and 
heads of banks will gain from it an authentic 
picture of the value of trust activity, and a 
gauge with which to measure the efficiency 
and soundness of the department's advertis- 
ing and selling technique. 


Price $5.00 


BANKERS PUBLISHING COMPANY, 465 Main St., Cambridge, Mass. 
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Investment 


s 
and Finance 
Epirep By OSCAR LASDON 


Eeonomie Consequences of the War 


By HERBERT SPERO 
Department of Economics, College of the City of New York 


HE end of the war through a defeat 

of the Axis powers must be recog- 

nized as only the first step in the 
democracies’ struggle against Fascism 
and Nazism. These ideologies have their 
roots primarily in a disordered and dis- 
turbed international economic structure 
which allows the so-called “have-nots” 
to point their fingers accusingly at the 
“haves” and charge them with their ills 
—industrial and social. The mere mili- 
tary collapse of the Rome-Berlin axis 
should be considered only the prelude 
to a progressive international program 
which must eliminate these basic 
economic ills. 


Added War Problems 


However, our own war and defense 
preparations will increase the many 
obstacles that must be surmounted. The 
depression years prior to 1939 saw the 
steel and all related industries operat- 
ing at only a fraction of their total 
capacities. But the demands of the 
English for war supplies, in addition to 
the American defense program have 
stepped up activity in the heavy-goods 
fields to full capacity and called for an 
expansion of plant and equipment. The 
growth of the steel industry is impera- 
tive if England is to combat Germany 
and Italy successfully. At the outbreak 
of the war Germany had an annual steel 


capacity of 25,000,000 tons; her con- 
quests on the European continent added 
another 17,000,000 tons, plus enormous 
stores of raw materials for her war 
furnaces. Thus she has been able to 
confront Great Britain with a greatly 
superior steel plant—a vital factor in 
modern warfare. If the odds in favor 
of Germany are to be lessened or 
evened, the United States is the hope 
of the democratic world; she must be- 
come the arsenal of democracy. 

To meet this responsibility the United 
States has launched a program of steel 
expansion. At the present time America 
has an annual capacity of about 83,- 
000,000 tons and an additional 2,000,- 
000 ton capacity is under construction 
by United States Steel, Bethlehem and 
Weirton. 


Production Expansion Dangers 


This expansion is all very well from 
the short run point of view. It will 
aid materially in the successful conduct 
of the war. But it will create problems 
for us in the post-war world unless 
much is done. Prior to the present con- 
flict the heavy industries were operating 
at a very low rate. What will be the 
situation at the close of the war when 
the armament stimulus is no longer 
with us? Will we be faced with an 


even greater volume of unused steel 
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plant or will America and the entire 
world economy then have the courage 
to erase those many basic business ills 
which interfere with the full use of our 
industrial strength? 

The task will not be an easy one. The 
conflict itself will create new economic 
difficulties and aggravate old ones. The 
economic and financial strength of the 
United Kingdom is being reduced daily 
by the terrific cost of the war. Its total 
gold and dollar resources declined from 
$4,483,000,000 in August, 1939, to 
$2,167,000,000 by the close of 1940. So 
serious is the British situation that we 
have initiated legislation directed to- 
wards supplementing Britain’s resources 
with our own. 


The result of the shrinkage of British 
assets both abroad and in the United 
States means serious problems for the 
not so distant future. The depletion of 
English gold resources, dollar balances, 
marketable American securities, and 
direct American investments will curtail 
severely Britain’s post-war capacity to 
command American goods and services. 
And this will occur at a time when her 
economic rehabilitation will require 
urgently these goods and services. At 
that time the United States may find it 
necessary to throw additional billions 
into the English economy if severe 
social dislocations, other than those in- 
evitably forced by the onerous burden 
of war expenditures, are to be avoided. 
After all a nation’s living standard can 
only be reduced to a limited extent be- 
fore social and politicial unrest follows. 
And what about the Empire’s capacity 
to repay such aid as may be given? 
The answer to this question forces a 
consideration of the many phases of 
international trade and investment. 


American World View Needed 


The traditional American thought of 
isolation from world affairs after the 
struggle is over must be completely 
overhauled. Will the United States have 
the capacity and foresight to grasp the 
true nature of her position and of all 
the responsibilities it entails? Will she 
be able to understand that international- 
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ism is not most vital in a war torn 
world when such internationalism is 
prompted largely by fears of an axis 
victory and not by a true concept of 
the need for world-wide trade and 
economic relations? Will she under- 
stand the acute need for American 
leadership in a highly complex and 
interrelated international economy re- 
quiring such a free flow of capital, 
trade and commerce that the economic 
dislocations growing out of national- 
istic policies will not be allowed to 
make their unhappy appearance again? 
These questions immediately bring to 
the foreground the pressing need for 
aggressive American action in any in- 
ternational treatment of such issues as 
tariffs, quotas, restrictions, gold, silver, 
subsidies and central bank codperation. 


The Domestic Situation 


There are also purely domestic 
phases to the enormous defense and 
war outlays of the American Govern- 
ment. How shall such expenditures be 
financed to avoid business disturbances? 
An answer to this question depends on 
various factors. The spending of bil- 
lions of dollars will greatly stimulate 
American business. Already industrial 
indices are showing a remarkable im- 
provement, and Washington’s program 
is hardly under way. The New York 
Times index of business activity was 
above the level of 1929 in the first week 
of February, 1941. As of February 1, 
1941, it stood at 122.5, an increase of 
about 16 points in the first year of 
active warfare. The result of this sharp 
pick-up has been to reduce unemploy- 
ment and increase payrolls. The greatly 
augmented amount of purchasing power 
in consumers’ hands eventually must 
force prices up; all of our idle plant 
capacity is gradually being brought 
back into full use, making impossible 
any further offset of increased buying 
power by an expanded output of con- 
sumers’ goods. The possibility of seri- 
ous inflation and the disturbances re- 
sulting therefrom can be avoided if 
Government debt to finance the arms 
program is sold to savers and not to 
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commercial banks. If sold to the 
banks the supply of bank deposits is 
increased; and this increase added to 
the greater amount of money in con- 
sumers’ hands from expanded payrolls 
will raise prices. If sold to private 
investors, the supply of purchasing 
power in consumers’ hands is thereby 
diverted from consumer channels and 
so does not exercise an inflationary in- 
fluence on prices. 

But private investors want an attrac- 
tive return on their invested capital. 
Accordingly, unless the Government 
abandons in some degree its low money 
rate policy, these investors may not 
prove responsive to Government offer- 
ings. In this event, war inflation and 
the inevitable post-war deflation would 
be America’s lot. Of course the deferred 
payment to labor scheme of Mr. Keynes 
is available but is not likely to be 
attempted due to its novelty and the 
restrictions it would impose on pay- 
rolls. 


In conclusion it must be emphasized 
that the world will not have clear sail- 
ing merely because of a German defeat. 
The real task of economic rehabilitation 
will then have to begin. The United 
States must play an aggressive role in 
the reconstruction of a debt ridden and 
economically demoralized Europe. With 
its greatly expanded productive equip- 
ment and its abnormal proportion of 
the world’s liquid resources, it will be 
in an excellent position to benefit both 
itself and the world by fulfilling the 
task. 


TREASURY FINANCE 


Of particular interest at this time are 
the remarks of Congressman Fred L. 
Crawford of the State of Michigan. Dis- 
cussing Federal debt legislation before 
a House Committee, Mr. Crawford em- 
phasized the necessity of seeing that the 
anticipated new issue of baby bonds 
should be exclusively available for sale 
to the investing public, rather than 
commercial banking institutions. The 
Michigan Representative felt that new 
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3 per cent obligations would be highly 
attractive to commercial banks and 
voiced the fear that large scale pur- 
chases on their part would undermine 
the soundness of the banking structure. 

In the course of his testimony, Repre- 
sentative Crawford was queried as to 
the effect, on Treasury finances, of an 
arbitrary provision prohibiting the 
marketing of these bonds to commercial 
banks, after efforts to secure public 
subscription had met with insufficient 
success. Under such circumstances, he 
replied, it would be “necessary for Con- 
gress to take the necessary steps to 
coerce our people into purchasing this 
paper to carry on the Government busi- 
ness. I think that is where we are 
headed for. I would much prefer to 
travel that route than have additional 
billions of these securities pumped into 
our bank portfolios.” 

Mr. Crawford remarked that “If this 
war situation is 75 per cent as bad as 
has been indicated, in my opinion you 
are not more than 24 months away from 
coercion on the part of Congress in the 
matter of making people buy paper, 
anyway. ...” 

Emphasis on the sale of baby bonds 
to the general public, rather than re- 
course to the banks, arises from the 
necessity of choking off inflationary 
tendéncies in our financial and econ- 
omic structure. If the redemption 
privileges of these bonds are to be re- 
stricted, if they are to be made non- 
negotiable and ineligible for bank 
loans, the interest return must unques- 
tionably be made attractive so that in- 
vestors will look forward to purchase. 
While the Government financing costs 
will necessarily rise as a result of such 
a program, the wisdom of such a policy 
is hardly open to argument. 


—_—_ 


BANKING LEGISLATION 


The passing of central banks from 
private hands into government owner- 
ship has been evident in many coun- 
tries. How long will it be before the 
demand for government ownership of 
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our own Federal Reserve Banks is 
made? 

Today, in many nations throughout 
the world, credit is assuming a tre- 
mendous social importance. The facts 
that extensions of credit are often made, 
as social measures, on the basis of 
principles other than those governing 
sound loans, and that losses on such 
loans are ultimately paid for by the 
taxpayer, are beside the point. We are 
obviously in a period of financial and 
economic evolution. The trend is un- 
mistakable, although the degree and 
extent of change that we will witness is 
by no means clear. 

Rumblings against “banker control” 
and “banker domination” are again 
being heard. Can it be that the grant 
of enlarged monetary powers requested 
by Mr. Eccles will be conditioned upon 
member institutions being divested of 
their private ownership of the Reserve 
Banks? It seems likely that simultane- 
ous efforts to lessen independent con- 
trol and augment financial powers are 
in prospect. 

More definite are reports that legis- 
lation is being considered to restore the 
Secretary of Treasury to membership 
in the Reserve Board. It will be re- 
called that, only a little more than five 
years ago, the Banking Act of 1935 
ended the ex officio membership of the 
Secretary of the Treasury on the Re- 
serve Board. Evidently the financing 
task now confronting the Treasury is 
of greater concern than it cares to admit. 
At any rate, the realities of an imme- 
diate pressing problem are exceedingly 
important to the Treasury. As long as 
“independence” of the Reserve System 
is being gnawed away at one end, that 
of private ownership, why should the 
Treasury wait for the consummation of 
this process before reasserting its in- 
fluence? 


“_ 


INTEREST RATES 


In an address before the New Jersey 
Bankers Association, Murray Shields, 


economist of the Irving Trust Company, 
expressed the belief that long-term in- 
terest rates probably would experience 
only a mild rise during the next twelve 
months. While it was felt that no change 
at all might be forthcoming, it was 
recognized that the impact of the de- 
fense program could alter the demand 
and supply situation sufficiently to 
check the nine year old bull market in 
fixed-income securities. 

According to Mr. Shields, the defense 
program is now expanding the volume 
of securities available for investment. 
However, he maintained, the real pres- 
sure on the Government’s fiscal posi- 
tion will be noted in the 1942 fiscal year 
rather than currently. This is because 
it requires the passage of a certain 
amount of time for Government expendi- 
tures to meet their schedules. 

With regard to Congressional legis- 
lation enabling the Federal Reserve to 
increase reserves beyond the present 
legal maximum, Mr. Shields felt that 
“such increases as may be made in re- 
quired reserves will be put into effect 
slowly and cautiously so as to disturb 
the market as little as possible.” 


In any event, uncertainties regarding 
the direction of interest rates have been 
prevalent enough to check the popular- 
ity of term loans with various commer- 
cial banks. Increasing Treasury financ- 
ing, possible legislative action affecting 
bank deposits and reserves, the increase 
in the volume of shorter-term invest- 
ment opportunities, possible further 
involvement of the United States in 
conflicts abroad, are all cited as the 
basis for modification of investment 
policy. 

It would not be accurate to say that 
banks are now refusing term loans but 
there is little question that institutions 
are no longer eager to grant these 
accommodations at low rates. Banks 
expect to be called on for increasing 
accommodations for the purpose of 
assisting corporations in keeping ade- 
quate working capital positions as well 
as financing inventories. 
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LETTERS 


—wherein readers speak freely regarding articles ap- 
pearing in THE Banxers Macazine, subjects of gen- 


eral banking interest, etc. All letters are welcome— 
address them to Tur BAnxers Macazine, 185 Madison 
Avenue, New York, N. Y. 


Mental Exercise 


Mr. Farnham’s “On The West Coast” de- 
partment, in the February number of THE 
Bankers Macazine, furnishes plenty of 
mental exercise. 

There is a tendency on the part of banks 
to utilize the deposit inflation to offset in- 
creased expenses. That is to say, banks are 
endeavoring to maintain their profit level 
by any expedient that is available. 

Many former loan channels have dried 
up, and the fanfare “bankers won’t loan 
their money” has brought into the picture 
consumer loans, housing loans, and various 
other types of investments formerly frowned 
upon by commercial banks. 

If bankers can contract and expand the 
volume of these new type loans at will, then 
there can be no harm in putting a large 
percentage of what we are pleased to term 
“hot money” to work, but when price levels 
begin to sag, and industry slows down as 
it always does, then we are afraid it will 
be too late to pull in. 

After all is said and done, there is no 
given ratio of loans to deposits—circum- 
stances alter cases. During the crop season 
we would loan all of our deposits and 
borrow money if necessary, but we had 
better have our money in the hands of 
borrowers who will pay their notes when the 
time comes. Long ago we said that a 
banker must be able to see the hole in the 
wall behind the picture, and we have not 
changed our mind. 

W. W. Evans, 

Vice-President and Cashier 

The First National Bank of Halfway, 
Halfway, Oregon 


When Should Bank Clerks Marry? 


I have read with considerable surprise— 
and, in fact, some alarm—a paragraph on 
page 496 of the December issue of Tue 
Bankers Macazine, under the heading 
“When Should. Bank Clerks Marry?” 
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I do not know the attitude of American 
banks towards this problem, but on this 
side it is regarded as not unreasonable for 
a bank to make clear to the members of 
its staff that unless in exceptional circum- 
stances—such as private means—it may not 
be prepared to retain in its service a clerk 
who gets married under a certain salary, 
and who thus assumes heavier responsibili- 
ties and incurs outlay which his salary 
would obviously be incapable of meeting. 
The figure of £150 referred to is very low— 
in my opinion too low—but what justifica- 
tion is there for the statement that £120 
is the possible maximum of a bank clerk’s 
salary? The Irish banks have a fixed scale 
of increases, and according to the scale 
which I have seen, a clerk would ‘have £120 
a year in his fourth year of service, i.e. at 
21 or 22 years of age, and £150 when he 
is 24 or 25. 

George Hay, Secretary 
The Commercial Bank 
of Scotland, Lim- 
ited, Edinburgh, 
Scotland 


(Editor’s Note: Our thanks to Mr. Hay 
for calling this to our attention. The 
source of the item referred to was inad- 
vertently omitted when it was published 
in our December issue. It was reprinted 
from Tue Bankers Macazine for August, 
1890, and was intended merely as a quaint 
item from the past.) 


~ 


Western Banking Analysis 


Mr. John Farnham, in his “On The West 
Coast” department in your February issue 
seems to be very much worried over the 
outlook for the future safety of the West 
Coast banks, and is particularly solicitious 
of the consumer creditor. 

Caution, care, and conservatism in the 
case of the bank with which I am associ- 
ated, as in most banks, comes first, so any- 
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thing I may say from here on is not to be 
construed as overlooking the above points. 
During the past several years, Coast 
banks have gone after consumer loans in 
a big way (I do not include real estate 
loans with the consumer class) and have 
done what business men of their supposed 
brains and intelligence certainly should not 
do, and that is by competing for loans to 
lower the margin of security, extend the 
installment payments over too long a pe- 
riod, reduce interest or discount rates to 
a point where, in many cases, the cost of 
handling eats up the profit, rebate a por- 
tion of the discount to dealers, and many 
times through associated companies give the 
dealer as much as 40 per cent of the in- 
surance premium on auto loans. 
Mr. Farnham thinks that with the pros- 
pective Government spending, the banks 
demand for commercial loans is going to 
increase to such an extent that if they 
have to curtail their consumer loans the 
public reaction “would be vituperative in 
the extreme.” In my opinion, when the 
banks begin to have a demand for com- 
mercial loans they will come to their senses 
and by putting consumer paper on a busi- 
ness basis rather than its present competi- 
‘ tive position they will be able to take care 
of all the consumer loans which are justi- 
fied as well as of their commercial demand, 
and the howl will not come from the public 
which is entitled to credit. 
S. Dean Balch, President 
The First National Bank 
Los Gatos, California 


~ 


Public Relations Guide 


Tue Banxers Macazine has long been a 
guide for those of us in public relations 
work. Your timely and well edited articles 
on publicity, advertising, and public rela- 
tions provide abundant material for re- 
search and for the formulation of new pro- 
grams and policies. More power to your 
good work. 

J. E. Drew, Director 
of Public Relations, 
California Bank- 

ers Association 


~~ 


Statement About People 


Because our recent “statement” adver- 
tisement has attracted so much attention 
and comment, it occurred to us that you 
might consider it worthy of editorial 
mention. 

It was published as a full page in Balti- 
more newspapers, soon after the first of 
the year, and at a time when other banks 
were publishing their usual type of year- 
end statements. 


Reprints of the advertisement, together 
with our year-end financial statement folder, 
and a short letter from our president, were 
mailed to approximately 10,000 large cus- 
tomers and prospects. 

As a matter of information, our pension 
plan is effective as of January 1, 1941. It 
provides retirement income for eligible em- 
ployes in the form of insurance annuities 
to be purchased from an insurance com- 
pany. The Equitable and the employes will 
make equal contributions, to be based on 
age and annual salaries. The plan pro- 
vides for a normal retirement on the 65th 
birthday. 

J. Blake Lowe, Vice President 
The Equitable Trust Company 
Baltimore, Maryland 


(Editor’s Note: Headed “A Bank State- 
ment—About People,” the Equitable’s un- 
usual advertisement, full page size, calls 
attention to the fact that “a bank, after 
all, is a public service institution—and 
service is rendered, of necessity, by 
PEOPLE. The Equitable, recognizing the 
importance of personnel, has long considered 
the welfare of its people. In line with this 
policy, the following important steps have 
been taken.” The ad then summarizes the 
pension plan, the bank’s employe stock own- 
ership plan, the “Junior Board of Di- 
rectors” and educational programs, and em- 
ploye recreation facilities. The ad con- 
cludes: “In our people, therefore, is bred 
a spirit of goodwill, service and achieve- 
ment. The results are reflected in an at- 
mosphere of HUMAN INTEREST, atten- 
tion to detail and painstaking care of your 
business—the added measure of safety and 
satisfaction when you do your banking here. 
Whether your business is large or small, 
it assures you a cordial welcome from any 
Equitable employe.”) 


~ 


Banks Need Salesmen 


I wish to congratulate you on publishing 
the article “Banks Need Salesmen” in your 
February issue. It was just plain horse 
sense, and certainly hit the nail on the head. 

While I am engaged in the management 
end, and am a “banker” besides, it is ob- 
vious to me that we are doing nothing 
more today than paying the bill for a lot 
of nonsense about young inexperienced ex- 
ecutives we swallowed in 1927-1933. Those 
of us who recognize the failing are still in 
the very small minority, and our opinions 
fall on deaf ears. I wonder how long it 
will be before we all get “wised up?” 

Please convey to the author, “Jerome N. 
Sanderson,” my compliments for doing a 
grand job. 

Mid-Western Banker 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epitep By KEITH F. WARREN 


90 YEARS AGO 


The Bankers Magazine . . 


Frauds Upon Banks 


There have never been in the history 
of banking such vast quantities of 
counterfeit paper thrown upon the com- 
munity as at this period. The engraved 
plates of more than two thirds of the 
banks in this country have been so suc- 
cessfully and fraudulently imitated, 
that few persons are enabled to dis- 
criminate between the genuine and the 
false paper. Much of this evil may be 
attributed to that false economy on the 
part of many institutions, which induces 
them to employ second or third rate 
artists in the execution and printing of 
plates. . . 

It seems surprising to us, that there 


50 YEARS 
The Bankers Magazine .*. 


Bank Examinations 


The unusual number of bank failures 
during the last few ‘months 
awakened public attention to the neces- 
sity of subjecting State banks and pri- 
vate bankers to public regulation or 
supervision. . . . 

If those who favor such legislation 
did not believe that the State could do 
something to protect depositors, these 
measures would not be proposed. For 
a long period, supervision has been ex- 
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has . 


March, 1851 


is not a combination on the part of our 
banks generally, for the adoption of 
measures to prevent this great increase 
of spurious bills which is now observ- 
able. One would infer that the im- 
portant discoveries in science, and 
rapid improvement in the arts, would 
lead to some invention whereby counter- 
feiting could be obviated. A _ few 
thousand dollars appropriated to such 
an object would, perhaps, lead to some 


invesiigi-of paper, ink, or plates, that, 
would re e pic labors 
abortiy®, an@terve to pro he people 


from such inces@@miednamee as are now 
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ercised by most of the States, and, on 
the whole, good results have followed. 
Perhaps we are more familiar with the 
history of National bank examinations 
than with those conducted by State 
officers. While they have sometimes 
failed to detect irregularities and frauds, 
they have accomplished much. Those 
who are opposed to State supervision, 
on the ground of inefficiency, either do 
not know or ignore what bank ex- 
aminers have done in discovering and 
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correcting irregularities, which are un- 
known to the public. All will admit 
that these examinations, which are 
made at such times as the examiner 
may deem expedient, have a deterring 
effect on unfaithful officers. The strong 
proof of their worth is the uniform tes- 
timony of National bank officials that 
they are desired by the banks as well 
as by the public. Finally, it may be 
added, that in England some of the 
large private banks have voluntary ex- 
aminations by well-known accuuntants, 
whose results are made known to the 
world. Their proprietors believe that 
such examinations, when properly con- 
ducted, strengthen the public confidence 


in their institutions; and so, instead of 
shrinking from them, have turned on 
more light. Are they not wiser than 
those banks or bankers who still be- 
lieve in concealing their business as 
much as possible? Some of the Na- 
tional banks, in the beginning, were 
strongly opposed to the examination 
feature of the law; they contended that 
the Government had no right to meddle 
with their affairs and expose their busi- 
ness; but this feeling long since passed 
away, and they have learned that the 
more the public knows about their busi- 
ness, if wisely conducted, the more per- 
fect will be the confidence of the public 
in banking institutions. 


25 YEARS AGO 


The Bankers Magazine . . 


Deposit Guaranty 

The matter of guaranteeing or insur- 
ing bank deposits is much less agitated 
now than it was a few years agu, and 
perhaps many bankers will be surprised 
to learn that Texas has had such a law 
in successful operation for six years. A 
good many bankers, particularly those 
in control of old, sound and well- 
established banks, perhaps feel that the 
reputation for soundness with attaches 
to their own institutions has been gained 
as a result of long years and careful 
work, and it is not pleasant to see an 
upstart bank come into the field with 
just as much actual prestige on the 
score of safety as they have, and with- 
out any effort on the part of the new 
bank. This feeling is accentuated by 
the thought that the upstart bank may 
fail, and the old-established bank be 
called on to yield up part of its earn- 
ings to make good its losses. 

Yet unquestionably there is something 
to be said in favor of making every 
depositor feel that his money is safe, 
and experience might prove that the 
advantage which all banks would gain 
were the feeling universal would far 
outweigh the consideration above stated. 
Certainly if there is to be joint respon- 
sibility of banks for deposits, there 
should be some system of inspection 
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that would check unsound banking in 
its incipiency. That is one reason why 
clearing-house examination is so valu- 
able; although it does not imply deposit 
insurance it tends in that direction by 
nipping bad banking in the bud. Prob- 
ably this principle as applied in Texas 
has had much to do in making the guar- 
anty fund a success in that state. 

Recently the President of the United 
States declared that if he failed to 
change his mind in the face of altered 
circumstances he would become a back 
number. Presumably bank presidents 
will be just as ready to change their 
minds regarding the guaranty of bank 
deposits whenever experience proves it 
a feasible and desirable thing. The 
working of the law in Texas is inter- 
esting and instructive, though hardly 
conclusive. 

© 


RESEARCH into the fundamental laws of 
nature contributes to the moral and 
spiritual life of mankind. Here is the 
inculcation of the veracity of thought 
in a world sodden with intellectual dis- 
honesty. Here is confirmation of a 
supreme guidance in the universe, far 
above man himself.—Herbert Hoover, 
former President of the U. S., in the 


February Rotarian magazine. 
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Financial 
Situation 


GREAT BRITAIN 


OMMENTING on “Bank Profits in 
1940,” The Economist says that 
“the high regard in which investors 

hold bank shares is attested by the fact 
that, according to the latest calculations 
of the Institute of Actuaries, the market 
is content to accept a yield of 4.85 per 
cent on representative banking and dis- 
count company equities, whereas it in- 
sists on an average of as much as 6.47 
per cent on representative industrial 
ordinary shares.” 

Tabulating the earnings of the eight 
leading banks for 1939 and 1940, it is 
shown that their gross earnings were 
some £2,000,000 higher in 1940 than 
in 1939, but with a single exception 
(Martins Bank Limited) all reported 
net earnings below 1939, and in fact 
the lowest “since the slump of the early 


Abroad... 


A Monthly Survey 


30’s.” This result is attributed to higher 
taxation. In all cases the substantial 
dividends were earned. 


Municipal Loan Repayments 


The City of Manchester has adopted a 
new method for repaying loans. An 
equal amount of the principal will be 
paid each year throughout the loan 
period instead of making payments 
through an accumultaing sinking fund. 
The results of the new system are: (1) 
increasing the combined charge on 
revenue account for service of loans in 
the earlier years of the loan period; 
(2). reduction of the total cost of debt 
charges over the loan period. Man- 
chester, it is estimated, will save £262,- 
423 in interest on an existing debt of 
£7,350,000 over twenty-one years.— 
Foreign Commerce Weekly. 


Christiania Bank og Kreditkasse 


Oslo, Norway 
Founded 1848. Telegraphic address: Kreditkassen 


First established 
private bank in 
Norway 


BANKING Business OF EVERY 
DESCRIPTION TRANSACTED 


Paid up capital 
and reserve funds 
Kr. 40,000,000 


New York Agents: 


The National City Bank, Guaranty Trust Company, Irving Trust Company and 
The Chase National Bank 
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THE ARGENTINE 


Unper date of January 27, the First 
National Bank of Boston received the 
following report from its branch in 
Buenos Aires: 

December exports of m$n 100,580,- 
000 were m$n 11,694,000 greater than 


imports, so that the year ended with 


an import balance of m$n 70,824,000 
as against an export surplus of m$n 
234,841,000 in the year 1939. 


Dec., 1940 Dec., 1939 
m$n m$n 
Bank clearings 3,478,000,000 3,702,000,000 
Liabilities failures 5,447,000 5,870,000 


The Central Bank Statement of January 
15, 1941, shows: 


m$n 
Gold and exchange-.......... 1,330,633,401 
PRCROCOONNS oo vce fb de cck veiw we 7,817,447 
‘Treasury ‘bonds .............. 275,840,864 
Currency in circulation (z) ...1,412,555,658 
i > nee Sa ee cri. eae 569,227,922 


Reserve against currency .. 
Reserve against combined 
currency and deposits ... 75.12 per cent 
(z) Includes Government backed  sub- 
sidiary coinage for m$n 211,783,658. 
The present exchange value of the free 
paper peso is $0.237 U. S. 


110.81 per cent 


Serious Agricultural Situation 


Economic and commercial conditions 
in Argentina at the beginning of 1941 
disclosed few developments which 
would give cause for optimism during 
the coming year. First official estimates 
of the 1941 crop yields indicated a 
record wheat crop, a corn crop approxi- 
mately equal to the 10,000,000 metric 
tons bumper yield of 1939-40, and a 
high production of small grains. Argen- 
tina is confronted with a serious prob- 
lem of liquidating its surplus agricul- 
tural and pastoral products as over 40 
per cent of the normal European mar- 
kets for those products remain closed 
as a result of the war. The Ministry 
of Finance has declared that Argentina 
is facing a situation more serious than 
that of 1932 when there were 350,000 
unemployed workmen in the country. 
The Government has undertaken the 
purchase of wheat, linseed, and barley 
at fixed minimum prices.—Foreign 
Commerce Weekly. 
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FINLAND 


ReviEwinc the third quarter of last 
year, the Quarterly Review, published 
by Nordiska Foreningsbanken says 
that “under the difficulties which the 
war between the Great Powers has oc- 
casioned the economic life of Finland, 
work has still gone on indefatigably 
within the country during the last few 
months to repair the damage caused by 
last winter’s battles and to advance eco- 
nomic development. Unfortunately, it 
must be said that the harvest this 
autumn has yielded crops that are ex- 
pected to be rather scanty and that the 
exporting industry, of such importance 
for the economy of the country, has had 
to leave a large part of its productive 
capacity unutilized owing to insuperable 
selling difficulties. For the home mar- 
ket, however, industry has continued to 
be fully employed, so that no unem- 
ployment has been felt so far.” 


_ 


INTERNATIONAL BANKING NOTES 


In discussing the bank’s final divi- 
dend for the year of 1940, the Rt. Hon. 
R. McKenna, chairman of the Midland 
Bank Limited, London, explained at 
the meeting held on January 22: 

“We propose 8 per cent actual less 
tax, which, with the interim dividend 
already paid at the same rate, will ab- 
sorb £1,455,000. This will make the 
total dividend for the year the same 
as for a number of years past. The 
apparent high rate of 16 per cent has 
often given rise to the misconception 
that banks earn excessive profits. But 
on what isthe dividend paid? It is 
reckoned on the paid-up capital, which 
by no means represents the whole capi- 
tal funds in the bank owned by the 
shareholders. With exceptions insig- 
nificant in amount in relation to the 
present capital, the shares have always 
been issued at a premium, which has 
been placed to reserve. Moreover, dur- 
ing the hundred years and more of the 
bank’s existence savings out of profits 
have been made, quite small in annual 
amounts, but large in the aggregate, 
which have led to a steady growth of 
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the true capital funds. The yield of 
something over 4 per cent on the mar- 
ket value of the paid-up capital more 
accurately represents the return the 
shareholder receives on his actual capi- 
tal in the bank than the dividend rate 
of 16 per cent.” 


London Deposit Increase 


Regarding the large increase in de- 
posits of the London banks, Chairman 
R. E. Beckett, at the Westminster Bank 
Limited ordinary general meeting on 
January 29, said: 


In the fifteen months (end August, 1939, 
to end November, 1940) the deposits of the 
clearing banks have increased by £437 mil- 
lions, but more than £100 millions of this 
increase arises from the changed methods 
of clearing and the effects of postal delays 
upon those clearing methods. The effective 
increase in clearing bank deposits during 
the fifteen months from the end of. August, 
1939, to the end of November, 1940, is there- 
fore in the neighborhood of £300 to 330 
millions and at the rate of 14 per cent upon 
the pre-war deposits of the clearing banks. 

Increases in banking deposits of this mag- 
nitude and character are unwelcome: the 
proper home for increased savings and in- 
creased resources of this character created 
in war-time by the extraordinary disburse- 
ments of government is their direct return 
to government in the form of subscriptions 
to the various government loans by the 
persons who ‘have the increased resources 
placed at their disposal by virtue of such 
government disbursements. It is far prefer- 
able that this process of direct lending to 
the State should be expanded than that a 
large increase in banking deposits should 
occur, although it is true that such in- 
creased deposits would find their way back 
to the Treasury by one or other of the 
various means by which the resources of 
the banks are made available to the gov- 
ernment. 

The relending by the banks to the State 
of the increased war-time banking deposits 
entirely, or even mainly, in the form of 
long or medium term issues has been recog- 


nized as undesirable; thence the creation of - 


the Treasury Deposit Receipts which now 
figure in bank balance sheets to such a 
material extent, and in our own accounts 
as at December 31, 1940, show as a new 
item of £50 millions. 

During the last war and commencing 
from March, 1915, clearing banks made 
special deposits with the Bank of England 
and continued to do so until the end of 
1919. These special war-time deposits car- 
ried the rates of interest which were then 
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thought appropriate, and were ‘held at 7 
days’ notice and at 3 days’ notice. 


On this present occasion a far better 
system thas been instituted by the Treasury 
to deal with the incidence of increased 
banking deposits. ‘treasury Deposit Re- 
ceipts, which are non-negotiable, are issued 
to the banks. They carry the low rate of 
interest of one and one-eighith per cent per 
annum, have a normal usance of six months, 
and can be used by the banks to pay for 
the subscriptions of their customers or 
those made on their own account to any 
public issue of H. M. Government other 
than Treasury Bills. They carry with them 
the added virtue of liquidity, as repayment 
can be obtained under discount at bank 
rate if the proceeds are at any time needed 
by a bank for emergency use. Thus this 
new type of non-negotiable security pro- 
vides at one and the same time a con- 
venient and cheap means of borrowing for 
H. M. Government, a desirable addition to 
the liquidity resources of the banks, and a 
method whereby’ the increased deposits of 
banks may, upon their conversion into new 
issues of government loans, be transferred 
with the minimum of inconvenience. 


New Bermuda Branch 


Defense operations of the United 
States Government at St. Georges, Ber- 
muda, where a naval base is being 
constructed, have resulted in great busi- 
ness activity in that part of Bermuda. 
In order to provide the necessary bank- 
ing facilities, the Bank of N. T. Butter- 
field & Son, Limited, of Hamilton, an- 
nounced that they would open a branch 
at St. Georges in leased quarters during 
the latter part of February. Land has 
been purchased and the bank will erect 
its own building in due course. 

The original firm of N. T. Butterfield 
was in business in St. Georges one hun- 
dred and forty years ago when it was 
the capital of Bermuda. 
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My war aim is the motive of our life, 
social security, and if this old country 
is beginning to weave that into its eco- 
nomic life now, even while the struggle 
is going on, is not that the answer to 
Hitler?—Ernest Bevin, British Minister 
of Labor, in a speech to the London 
Rotary Club, reported in the February 
Rotarian magazine. 





Si) ee your Business Extends 


in CANADA .... there 
is the Bank of Montreal 


< 


Through its network in Canada of 500 branches 
—each of which is in intimate contact with 
the economic life of the particular community 
it serves—the Bank of Montreal provides 
American banks and trust companies with 
unsurpassed banking service throughout the 


Dominion, as well as with sources of val- 


uable business information. 


BANK OF MONTREAL 


Assets over 


NEW YORK AGENCY: : 
CHICAGO OFFICE: - - 
SAN FRANCISCO OFFICE: - 


Established 1817 
< 
64 Wall Street 


27 South La Salle Street 
333 California Street 


Current Conditions in Canada 


NTEREST in Canada is_ being 
focussed on war finance, war taxa- 
tion and war borrowing, reports the 

Bank of Montreal in its Business Sum- 
mary for February 22. The summary 
continues: 

“Coinciding with and explaining the 
vigorous campaign now in progress for 
promoting savings by the systematic 
purchase by the public at large of War 
Savings Certificates has been the official 
announcement to the Commons that a 
sum equalling more than half the na- 
tional income will have to be raised in 
the next fiscal year to meet the require- 
ments of the federal, provincial and 
municipal governments and to. cover 
repatriation of Canadian securities held 
in the United Kingdom. This follows 
an earlier intimation of another forth- 
coming war loan, the Minister of 
Finance having announced that G. W. 
Spinney, Joint General Manager of this 
bank, has accepted his invitation to 
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assume the chairmanship of the Execu- 
tive Committee of the National War 
Loan Committee responsible for organ- 
izing a campaign for the sale of a war 
loan to be launched this coming sum 
mer. Parliament meanwhile has been 
asked for a war appropriation of $1, 
300,000,000 for the coming fiscal year, 
while non-military expenditures for 
that year are estimated at $433,131,000, 
the latter a decrease of $18,120,000. 
“From a revenue point of view the 
year has begun well, January receipts 
having reached $80,235,000 and _ rev- 
enues to January 31 for the ten months 
of the fiscal year, $652,849,000. On 
the other hand, January expenditures 
amounted to $124,993,000 and _ those 
for the ten months to $920,588,000, the 
latter figure being nearly double the 
expenditure in the corresponding ten 
months of the previous fiscal year. A 
constructive factor in the general 
economic situation is a substantial in- 


THE BANKERS MAGAZINE for March, 1941 





crease in the national income. Accord- 
ing to an estimate of the Dominion 
Bureau of Statistics, in the eleven 
months of 1940 ending November 30, 
this income mounted from $4,041,- 
000,000 in the same period of 1939 to 
$4,365,000,000, a gain of 8 per cent, 
and its estimate for the full calendar 
year suggests an increase of 9 per cent. 

“The demands of the war program 
continue to provide a _ tremendous 
stimulus to manufacturing industry 
and this has had the effect of reducing 
unemployment to almost negligible di- 
mensions and has produced a wide- 
spread increase of the public’s purchas- 
ing power, redounding inevitably to 
the advantage of retail trade and gen- 
eral business. All plants engaged in 
the production of armaments and muni- 
tions and the raw materials required 
for them are working practically at 
full capacity. New armament and muni- 
tions plants are coming into produc- 
tion every month and the end of the 
program of industrial expansion has 
by no means been reached.” 


The Canadian Bank of Commerce 


In its Monthly Commercial Letter for 
February, The Canadian Bank of Com- 
merce reports: 

“Our index of industrial activity 
rose from 132 at mid-December to 133 
at mid-January (1937—100), while the 
percentage of plant capacity utilized 
remained the same at 96. This slight 
rise in activity was contra-seasonal. It 
was the result of a moderate increase in 
the tempo of automotive and other iron 
and steel production, mainly on gov- 
ernment order, which more than offset 
the continued seasonal decline in food- 
stuffs and clothing, although even here 
the decline was less than a year ago, 
mainly as a result of production for the 
armed forces and other war require- 
ments. : 

“Among major foodstuffs, flour alone 
was maintained at the same level of 
output, whereas a year ago there was 
a sharp decline. The production of 
leather boots and shoes rose to the No- 
vember level, but men’s factory cloth- 
ing continued to decline, although the 
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output was still about 19 per cent 
greater than in January, 1940, while the 
manufacture of women’s clothing in- 
creased to about the level of a year 
ago. There was a slight seasonal de- 
cline in men’s furnishings and in gloves, 
hosiery and knitted goods, cottons and 
woolens, but the output of real and 
aritficial silks increased. 

“Pulp and paper production de- 
clined slightly from December, but was 
at the level of a year ago. Lumber 


‘mills and furniture factories were more 


active, and both operated at a higher 
level than a year ago. 

“The automotive trades continued to 
expand moderately, whereas a year ago 
activity was declining. New high 
points were recorded both in these and 
in the heavy iron and steel trades, in- 
cluding primary production and ship- 
building. Most of the other iron and 
steel trades, though operating at a much 
higher level than a year ago, showed 
no significant change from December. 
There was a considerable increase in 
the output of electrical apparatus and 
supplies, mostly on government order.” 


Canadian Banking 


The Financial Post, Toronto, reports 
that Canadian people, receiving a larger 


national income as a result of war 
work, are depositing a considerable por- 
tion of their increased earnings in the 
chartered banks. This is shown by the 
regular monthly returns of the banks 
to the Minister of Finance as of De- 
cember 31, 1940. The Financial Post 
continues : 

“Savings deposits in Canada on the 
date of the return were $15 millions 
higher than at the end of the previous 


‘month. While the total was still $99 


millions under the same date of the 
previous year, the decrease in the 
yearly comparison was $11 millions 
less than at the end of November. 
“Demand deposits were substantially 
higher in both the yearly and monthly 
comparisons, reflecting the more active 
state of business. Total public deposits 
were higher. This indicates the extent 
to which the savings of the people in- 
vested in the first and second war loans 
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are being replaced out of current earn- 
ings. These public deposits are con- 
sidered likely to increase as fuller em- 
ployment of the public is reached and 
earnings increase further. 

“Considerable money will be diverted 
in the coming months to the purchase 
of War Savings Certificates. But it 
would seem probable that by the time 
the third loan is floated savings deposits 
at the present rate of increase will be 
within striking distance of the high 
record of $1.7 billion reached in Janu- 
ary, 1940. 

“Deposits of the Dominion Govern- 
ment were lower for both the month 
and the year, reflecting expenditures 
for war supplies. Foreign deposits 
were higher on the month but lower 

- on the year. 

“Current loans, while above the level 
of the preceding year, were lower than 
at the end of November. This is evi- 
dently due to commercial firms reduc- 


Savings and Government Loans 


ing their loans at the end of the year 
in order to show a more liquid posi- 
tion in their annual reports. A decline 
in current loans has usually been in evi- 
dence on December 31, compared with 
a month earlier. The decline in De- 
cember was a little under the average for 
the last seven years. 

“Call loans continued to decline, re- 
flecting the lack of speculative activity 
in the security and commodity markets. 
Provincial loans were slightly higher, 
possibly due to weather interfering with 
the collection of provincial revenue 
from ordinary sources such as the gaso- 
line tax and necessitating the provinces 
borrowing for current needs. Munici- 
pal borrowings were lower. 

“With deposits increasing more 
rapidly than loans in Canada, The 
Financial Post Credit Index, which is 
the ratio of current and call loans to 
savings deposits, was lower both for 
the month and for the year.” 


By Morris W. Witson 


O matter what drastic schemes of 
N taxation are proposed, it is clear 

that the government can only 
finance its requirements with the aid of 
substantial borrowing, but such _bor- 
rowings must be supplied from savings 
if inflation is to be avoided. This is 
quite feasible if we are sufficiently in 
earnest about it, but the danger is that 
the necessity will not be fully under- 
stood, and that individuals, rating their 
possible contribution as of minor im- 
portance, will be inclined to leave the 
responsibility to others. For this reason, 
I have noted with great interest the 
efforts now being made to expand sales 
of War Savings Certificates. In my 
opinion, this is by far the most im- 
portant feature of government finance. 
This is not because of the sums in- 
volved. The great bulk of our war 
financing must as usual be by way of 
bond issues. These will tap the sav- 
ings of the individuals in the larger in- 
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come groups, as they are accumulated 
in banks, insurance companies and 
other financial institutions, and of in- 
dustrial corporations through deprecia- 
tion reserves and surplus earnings. But 
I feel that it has not been sufficiently 
emphasized nor understood that sav- 
ings by individuals in the lower income 
brackets are essential for another reason 
of the greatest national importance. 
Once definite shortages of labor, mate- 
rials or capital equipment appear, per- 
sonal savings become imperative. At 
that stage, only by curtailment in the 
production of consumers’ goods can the 
production of war materials be in- 
creased. * But surprising as it may ap- 
pear, those in the lower income brackets 
are responsible for a great deal more 
than half the total purchases of con- 
sumers’ goods. As far as I am aware, 
there are in Canada no reliable statistics 
available on this point, but J. M. 
Keynes in his recent pamphlet, “How 
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to Pay for the War,” quotes statistics 
from various sources indicating that 
those receiving incomes below £250 per 
annum consume 64 per cent of the total 
consumers’ goods sold in Great Britain. 
If in Canada we should substitute an 
annual income of $2,000 as the rough 
equivalent of an income of £250 in 
Great Britain, it would probably not 
be far wrong to say that two-thirds of 
our demand for consumers’ goods will 
come from those within this limit. It 
will at once be apparent that there is 
no use saying that the working man, 
now that he has full employment at 
good wages, should be given a “break.” 
Full use of increased purchasing power 
would mean that instead of the de- 
mand for ordinary goods being reduced, 
it would be greatly increased, and to 
that extent would stultify our war 
effort. But war demands are inexor- 
able, and if those who use the bulk of 
non-military production will not reduce 
their demands, the only way the situa- 
tion can be adjusted is by a rise in the 
price level proceeding faster than in- 
creases in wages. 


Compulsory Saving Alternative 


Mr. Keynes has pointed out that, with 
effective full employment, whatever the 
public as a whole save from their in- 
come during this period will be net 
savings; in other words, if buyers per- 
sist in bidding for goods which are not 
available, they will not succeed in in- 
creasing the supply but only in run- 
ning up the prices. They will obtain 
the same amount of goods and services 
but at a higher cost. Income saved and 
safely invested is deferred purchasing 
power, but the amazing thing is that 
under the circumstances mentioned, 
which correspond very closely to our 
present situation, this deferred pur- 
chasing power can be acquired with- 
out sacrifice of present satisfactions. 
This seems to me to be a compelling 
argument for a compulsory saving plan 
if the people as a whole do not respond 
to the present appeal of the War Sav- 
ings Committee; otherwise those who 
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are too weak or too selfish to face the 
issue will have wasted a part of the 
benefits which would have accrued to 
the thrifty as well as to themselves. 


Small Investor Opportunity 


The surplus income of the higher in- 
come groups automatically finds its 
way into the financial stream, and be- 
comes available to the government in 
the form of greatly increased taxes or 
in subscriptions to War Loans, either 
directly or through our financial insti- 
tutions, no new investments being avail- 
able except those of a strictly essential 
character. 

War Savings Certificates give a higher 
proportionate yield than War Loan 
Bonds, and have better safeguards as 
to availability of capital in the event 
that it becomes necessary to realize. The 
small investor is thus offered a prime 
investment, coupled with a real oppor- 
tunity to serve the national interest and 
at the same time to protect himself 
against future contingencies. If these 
circumstances were fully and properly 
explained, the response should be all 
that could be desired. Employers who 
do not exert their influence to have all 
their employes adopt a definite plan of 
saving will not only have failed in their 
duty to the nation but in their duty to 
their employes as well. 


Fresh Saving Essential 


An illusion is held by a large propor- 


tion of the public, and I am afraid also 
by many of those connected with the 
War Savings Certificate Campaign, that 
all that matters is to sell the maximum 
amount of such securities, even though 
payment should come from existing sav- 
ings. Naturally the investment of exist- 
ing funds should not be discouraged, 
but it is fresh saving that is essential; 
or, to repeat what I have said already, 
the important thing is to reduce the 
demand for ordinary goods, thereby in- 
creasing our ability to produce war 
gzoods.—From Mr. Wilson’s address at 


the bank’s recent annual meeting. 
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BOOKS for 
BANKERS 


Brief Reviews 


EXPLORING THE Factors INVOLVED IN 
REEMPLOYMENT OF LABOR AND CapPl- 
TAL. Transcript of a round table dis- 
cussion sponsored by the Savings 
Bank Journal. Edited and published 
by Milton W. Harrison. New York: 
Savings Bank Journal. 1940. Pp. 
177. $10. 


Tuis is the seventh of a series of round 
table discussions held on various con- 
temporary problems. It is something 
like the record of an economic world 
series in which economists, industrial 
leaders and government experts have 
participated. Over forty leading figures, 
including such well known individuals 
as Thurman Arnold, Lauchlin Currie, 
Charles O. Hardy, Leon Henderson, 
Robert L. Garner, Isador Lubin, Rex- 
ford Tugwell, Stephen Foster and Guy 
Emerson, met at Washington under the 
auspices of the Savings Bank Journal 
and exchanged ideas on present and 
future trends in our domestic economy. 

Although many varying points of 
view were presented, the proceedings did 
succeed in clarifying many of the prob- 
lems confronting the nation. Among 
the subjects discussed were unemploy- 
ment and the level of national income 
necessary to achieve a minimum level 
of unemployment, taxation and its effect 
on the national economy, and the impact 
of the defense program on employment 
and industrial activity. The place of 
government spending in our system as 
well as the relationship of savings and 
investment to industrial activity are also 
given thorough treatment. The labor 
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situation in relation to the defense pro- 
gram, the national housing situation, 
and the question of inflation are other 
topics which were explored. 

As is apparent, the volume covers a 
broad range of subjects. The discussion, 
as should be obvious from the names of 
the conferees, is of the highest order. 
No economist should fail to read these 
proceedings. 


GOVERNMENT AGENCIES OF CONSUMER 
INSTALMENT CreEDIT. By Joseph D. 
Coppock. New York: National Bur- 
eau of Economic Research. 1940. 


Pp. XXII-213. $2.50. 


SEVENTH in a series of studies of con- 
sumer instalment financing by the Na- 
tional Bureau of Economic Research, 
this volume contains a factual discus- 
sion of the activities of two Government 
agencies participating in this field—the 
Federal Housing Administration and 
the Electric Home and Farm Authority. 


The FHA discussion studies the 
Modernization Loan Insurance Pro- 
gram, and institutions participating in 
it; the characteristics of notes insured, 
their purpose and geographical distribu- 
tion; delinquencies, and analysis of 
claims paid. 

The EHFA discussion includes studies 
of the purpose, organization and 
finances of this agency; income, occupa- 
tions and geographical location of cus- 
tomers; types of appliances financed, 
and characteristics of contracts; collec- 
tion experience, and analysis of contract 
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and purchaser characteristics as factors 
in repossession. 

The material for this study was ob- 
tained from the agencies themselves, and 
in analyzing the data it has been at- 
tempted to present a complete factual 
picture rather than an expression of 
opinion. 


THe Output oF MANUFACTURING IN- 
DUSTRIES, 1899-1937. By Solomon 
Fabricant. New York: National 
Bureau of Economic Research. Pp. 
685. 1941. $4.50. 


Tuts book offers a comprehensive sur- 
vey of the output of American factories 
during the period 1899-1937. Based on 
the most extensive data available, it 
proceeds from a general summary of 
broad changes in factory production 
and their significance for the national 
economy to a detailed presentation of 
indexes of output of all manufacturing 
combined, for fifteen groups of kindred 
industries and for 140 individual in- 
dustries._ 

Extensive appendices describe and 
appraise the statistical techniques em- 
ployed, and provide basic data on the 


_ quantity, value and price of hundreds 
of products. 


THe City: THe Lonpon FINANCIAL 

Markets. By Barnard Ellinger. With 

a foreword by J. J. Mallon. London: 

P. S. King & Son. 20s. 

Tuts book describes the financial “City” 
of London as it existed in 1939 and 
the developments which have taken 
place between two wars. 

Prior to 1914 “the City” would 
usually have been considered to com- 
prise the Bank of England, the Joint 
Stock Banks, the Issuing and Accepting 
Houses and the Discount Market. To- 
day a description of “the City” to be 
complete must include the capital-col- 
lecting agencies—savings banks, invest- 
ment trusts, insurance companies, build- 
ing societies—and the Stock Exchange, 
foreign and colonial banks, foreign ex- 
change market and the Exchange Equal- 
ization Account, and show how these 
Various organizations fit into the finan- 
cial structure as a whole. Recent criti- 
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cism of “the City” and the extent to 
which it has been met, is examined and 
discussed .in this book. 


Corrin’s InTEREST TABLEs. Revised 
Edition. 1940. Philadelphia: John 
C. Winston Company. Pp. 138. $3. 


Tus is a new revised edition of Coffin’s 
Interest Tables based on the original 
work of John E. Coffin originally com- 
pleted in 1884. 

This new edition shows interest at 
twenty-four rates—l per cent, 14 per 
cent, 3 per cent, 4% per cent, 54 per 
cent, 34 per cent, % per cent, 1 per 
cent, 144 per cent, 144 per cent, 134 
per cent, etc., up to 10 per cent. Amounts 
of interest are shown over periods of 
1 to 5 years, 1 to 11 months and 1 to 
100 days. The last edition showed no 
rates lower than 14 per cent. 

Bound in limp handbook style, this 
reference book has another - unique 
feature—a thumb index that immedi- 
ately opens to a time-table showing the 
number of days between any two dates. 
Also included are compound interest 
tables; interest laws; rates of postage 
and business forms. 


Tue ControL oF Business Cyc.es. By 
John Philip Wernette. New York: 
Farrar & Rinehart. 1940. Pp. 197. 
$1.75. 


“Despite the multiplicity of books and 
writings on business cycles and depres- 
sions,” writes the author in his preface, 
“T feel that no apology is necessary in 
offering a book whose purpose is to dis- 
cuss what can be done to control the 
business cycle and to achieve stabilized 
prosperity. 

“The subject is difficult and abounds 
with possibilities of disagreement. I 
have tried to avoid unnecessary contro- 
versy and to proceed instead in a scien- 
tific fashion in which a problem is given 
and solutions are sought. 

“No panacea is offered. A tentative 
plan is suggested, but the closing 
thought is the need for further study 
of the problem by statesmen, business- 
men, labor leaders, and the citizenry 
generally. Out of such serious study 
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should come understanding and new 
and useful ideas. . . .” 

An idea as to the scope of this book 
is afforded by the following list of 
chapter headings: subject and plan; are 
depressions necessary; money and 
monetary processes; spending, prices 
and production; business spending; 
saving, hoarding and investing; the aim 
and nature of control; the instruments 
of control; some problems relating to 
the use of the instruments of control; 
the great depression and the recovery 
program; conclusion. 

The author is associate professor of 
business economics at the Harvard 
Business School. 


THE Economic Causes oF War. By 
Lionel Robbins. New York: Mac- 
millan. 1940. Pp. 124. $1.35. 


THE object of this book, as its title im- 
plies, is to explain the part played by 
economic factors in the causation of 
modern war. The Marxian theory 
which attributes war to capitalism is 
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discussed and largely rejected. Special 
emphasis is paid to the fear of exclu. 
sion from markets and “living space” 
which must arise whenever nations have 
to take account of the restrictionist poli- 
cies of their neighbors. 

The author believes that collectivism 
on the part of separate national states, 
so far from being a remedy, is likely 
to aggravate the disease. He suggests 
that the only permanent solution is the 
creation of federations within which 
the constituent states are deprived of 
the power to carry out policies giving 
rise to clashes of national economic in- 
terest. 

The author concludes with a plea 
that the creation of a United States of 
Europe should be the leading war aim 
of the democratic powers. 


















Girt TAXATION IN THE UNITED STATES. 
By C. Lowell Harriss. Introduction 
by Robert M. Haig. Washington, 
D. C.: American Council on Public 
Affairs. Pp. 175. 1940. $3. 


THE present volume is frankly and 
avowedly a study of a fiscal buttress, 
“Fundamentally,” says Dr. Harriss, “a 
gift tax is protective, its main function 
being to strengthen the death and in- 
come taxes.” He analyzes the circum- 
stances under which the use of such a 
buttress appears to be indicated. He 
describes the stresses and strains that 
developed as the result of failure to 
recognize the act of transfer of an eco- 
nomic interest by gift as the occasion 
for an accounting to the public fisc un- 
der the income and estate taxes. He 
reviews the experience accumulated by 
our state and Federal governments in 
the use of the gift tax for the purpose 
of absorbing these stresses and strains 
and offers his own critical appraisal of 
its potentialities and limitations. 






















THE CHANGING PATTERN OF INTERNA- 
TIONAL Economic Arrairs. By Her- 
bert Feis. New York: Harper & Bros. 
1940. Pp. 132. $2. 

Tuts book does two things: (1) it shows 

how international events have contra- 

dicted older economic theories; and (2) 

how in the future economic problems 
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can only be solved when political, social 
and industrial factors are all considered 
in a larger statesmanship of political 
economy. 

For the economist the book constitutes 
a re-examination of economic doctrines 
in the light of scenes in foreign trade, 
foreign exchange, international capital 
movements, as controlled by the chan- 
celleries of the world. 

For nine years Professor Feis has 
been Economic Adviser in the Depart- 
ment of State. Prior to that he was 
in the economics department of Harvard 
University and the Universities of Cin- 
cinnati and Kansas. His most recent 
previous volume, “Europe, The World’s 
Banker—1870-1914,” has become a clas- 
sic on international finance. 


Housinc FoR DeFrense. A review of 
the réle of housing in relation to 
America’s defense. Factual findings 


by Miles L. Colean and the program ° 


for action by the Housing Committee 

of the Twentieth Century Fund, New 

York. 1940. Pp. 198. $1.50. 
EMPHASIZING the necessity for imme- 
diate action, this research report shows 
that during the World War housing 
shortages caused an annual labor turn- 
over of 500 to 1,000 per cent in some 
shipyards; caused 50 per cent of women 
workers sought by Labor Department 
placement service to refuse jobs in war 
industries; and threatened to reduce the 
output of a major munitions plant by 
as much as one-third. 

As a first step toward avoiding such 
dangers today the committee urges that 
the Government promptly formulate a 
national housing policy and make its 
provisions “clearly and widely known.” 

The committee recommends houses of 
durable, “permanent” construction, 
rather than temporary or makeshift ex- 
pedients. The report points out that 
housing of any kind “must assure pro- 
tection from wind, rain, cold, heat and 
snow” and “must be suitable for nor- 
mal family life,” and says that any 
“temporary” housing meeting these re- 
quirements “can have but little advan- 
tage either in cost or time of erection.” 
The report further warns that “the ulti- 
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mate removal of ‘temporary’ housing is 
always doubtful” and too often the net 
result is to “leave an aftermath of blight 
and slum.” 


PROPHECY FROM THE Past. By Benja- 
min Constant. Edited and translated 
by Helen Byrne Lippmann. New 
York: Reynal & Hitchcock, Inc. 1941. 
Pp. 122. $1.25. 


How did men who once lived, as we 
do now, in an age of dictatorship and 
revolutionary wars, view the ordeal of 
their world when the end of despotism 
seemed only a distant hope? Could 
not a revival of the forgotten classics 
of resistance to aggression enlighten our 
minds and compose our spirits in these 
dark days? Does not the past hold a 
pertinent lesson for the present? 

It is with these reflections that Mrs. 
Lippmann has selected and edited these 
significant passages from a forgotten 
tract, “On the Spirit of Conquest and 
Usurpation in Their Bearing on Euro- 
pean Civilization,” written more than a 
century ago by Benjamin Constant, a 
refugee from the Napoleonic Empire. 
It was published in the German city of 
Hanover in 1813 at a moment when 
M. Constant could write: “The contin- 
ent of Europe has become a vast prison- 
house, cut off from all communication 
with England, that noble haven of 
thought and freedom, that illustrious 
sanctuary of the human spirit.” 

The tract is an analysis and prophecy, 
dealing with the “usurpation,” or as 
we should call it, the dictatorship, of 
Napoleon Bonaparte and with his con- 
quests and aggressions. 


Do.tiars IN Latin America. By Willy 
Feuerlein and Elizabeth Hannan. New 
York: Council on Foreign Relations, 
45 E. 65th Street. 1941. Pp. 102. 
$1.50. 


EssENTIAL in all plans for hemisphere 
defense is economic collaboration with 
the Latin American republics. This 
may mean that we are about to embark 
on a vast program of investment of 
United States Government funds in that 
area. But what of the billions of Latin 
American dollar bonds now in default? 
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Should resumption of payments be re- 
quired before new loans are extended? 
Or should the old debts be written off 
or simply forgotten? Should loans be 
granted to countries which have expro- 
priated direct investments of United 
States citizens or taken other actions in- 
jurious to their interests? These are 
the problems to which the authors have 
directed their attention in this timely 
book. \ 

Dr. Willy Feuerlein held a Research 
Fellowship at the Council on Foreign 
Relations in 1938-39 and acted as sec- 
retary-rapporteur of the Council’s Study 
Group in whose discussions this study 
originated. 

Dr. Elizabeth Hannan, who collabo- 
rated in writing this book, was until 
recently Research Associate at the Coun- 
cil on Foreign Relations. 


AMERICAN BUSINESS IN A CHANGING 


Wortp. By A. W. Zelomek and Rob- - 


ert C. Shook. New York: Whittle- 
sey House. 1941. Pp. 264. $2.50. 


A BOOK for everyone who wants to un- 
derstand the position of the United 
States in the new set-up of nations 
emerging from the present war. Not 
an idealistic forecast but a brass-tacks, 
hard-facts, thoroughly practical di- 
agnosis of and prescription for a situa- 
tion that threatens to engulf us utterly, 
according to the authors. 

Here are some of the questions raised 
and answered in this thought-provoking 
book: 

What American policies—policies 
American businessmen endorsed—con- 
tributed to the outbreak of World 
War II? 

Why would British victory not mean 
an end to our troubles? 

What social and political tendencies 
will be evident after the war as affect- 
ing every American? 

In what ways will our standard of 
living be affected by what is happening? 

What will become of the durable 
goods industries after the war? 

Can we achieve “parity” for the 
farmer? 

Could American industry compete 
with a Hitler-dominated Europe? 
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The authors are business advisers of 
wide experience. Mr. Zelomek is presi- 
dent and economist of the International 
Statistical Bureau, Inc., while Dr. 
Shook is the Bureau’s vice-president 
and director of research. 


EXCHANGE CONTROL IN CENTRAL Ev- 
ROPE. By Howard S. Ellis. Cam- 
bridge, Mass. Harvard University 
Press. 1941. Pp. 413. $4. 


Economists, bankers, and others en- 
gaged in international commerce and 
finance, realize that the traditional pic- 
ture of multilateral foreign trade under 
the old relatively liberal regime no 
longer correctly delineates the situation 
of the past decade nor the probable con- 
dition of international trade in the dis- 
cernible future. All such readers will 
be interested in Mr. Ellis’s study, which 
attempts to give an exhaustive descrip- 
tion of the economic operation and 
effects of exchange control and to go 
to the bottom of the problem of the 
economic effects of exchange control 
upon a national economy both as to its 
international trade and the domestic 
situation. Furthermore, the book pre- 
sents for the first time a formulation of 
the theory of exchange control. 

The volume considers the experiences 
of Austria, Hungary, and Germany 
from 1931 to 1939, that is, from the 
beginning of the world financial crisis 
to the outbreak of the present war. The 
general scope may be indicated by the 
following topics which are discussed 
along with many others: exchange con- 
trol in the financial crisis of 1931, its 
protraction into a medium-term device 
to allow monetary adjustments at home, 
and its final metamorphosis in Hungary 
and particularly in Germany to a de- 
vice of the totalitarian state for con- 
trolling foreign trade and domestic 
consumption; the development of clear- 
ings, barter, and payment agreements; 
frozen currency accounts; the connec- 
tion of domestic monetary policy and 
the over valuation of currency unit; the 
cost of living; exchange control as a 
weapon of domestic political power and 
of international economic and political 
bargaining and intimidation. 
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VERSAILLES TWENTY YEARS AFTER. By 
Paul Birdsall. New York: Reynal & 
Hitchcock. 1941. Pp. 350. $3. 


For twenty years all the ills of Europe 
have been blamed on the iniquities of 
the Treaty of Versailles and its satel- 
lites. Will the -mistakes made at Paris 
two decades ago be repeated at the end 
of World War II? Can there be a new 
peace any more durable than the last 
one? What are the conditions of a 
stable peace, and is there a_ better 
chance for the achievement of such con- 
ditions with or without American par- 
ticipation? 

The present war in Europe raises 
these fundamental questions with which 
the United States is very seriously con- 
cerned. This realistic new study of the 
Treaty of Versailles comes, therefore, 
as an opportune and important focal 
point for American opinion today. 

It is an effort to get at the realities 
behind the controversy and propaganda 
and to reappraise the work of the ne- 
gotiators who have been almost univer- 
sally condemned for greed and incom- 
petence. The voluminous official records, 
personal memoirs and diaries, and con- 
versations of the author with partici- 
pants in the Peace conference have all 
been drawn upon and correlated into 
what is perhaps the clearest and most 
unified picture we have yet had of the 
highly controversial negotiations which 
formally ended the World War. 

The author is professor of history at 
Williams College. 


THE RAILROAD PROBLEM AND Its SoLvu- 
TION. By John E. Muhlfield. New 
York: The Devin-Adair Co. 1941. 
Pp. 290. $3. 


THE author, who is a well known ex- 
pert on railroad operations, has seen fit 
to expound his views on the pressing 
railroad problem. Although some of 
the observations expressed may be de- 
scribed as individualistic, the book 
represents a valuable addition to the 
numerous discussions that have already 
been prepared; in this connection, it 
should be observed that the reader is 
at last favored with a component analy- 
sis of transportation operations by a 
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recognized authority. In contrast, most 
other volumes have only scratched the 
surface with studies of a superficial 
financial nature. 

After designating the many factors 
handicapping profitable steam carrier 
operations, Mr. Muhlfield discards Gov- 
ernment ownership as a cure, pointing 
out that sad experience has shown that 
such a development can only aggravate 
the problem and that the taxpayer 
would have to pay the bill under such 
an arrangement. Consolidation into a 
number of systems, as well as abandon- 
ment of unprofitable mileage, are some 
of his recommendations. 

What the general public, the rail- 
roads themselves, the Federal and state 
governments, organized labor, and the 
investor can do to remedy the existing 
situation is noted in detailed fashion. 
The lengthy and comprehensive analysis 
of rail operations is extremely enlight- 
ening to the student of rail affairs. The 
importance of greater economy in trans- 
portation activities and increasing effi- 
ciency through modernization are also 
stressed. 


GOVERNMENT AND THE INvVEsToR. By 


Emanuel Stein. New York: Farrar 
and Rinehart, Inc. 1941. Pp. 223. 
$1.50. 


PROFESSOR STEIN has presented a clear, 
direct exposition of present day prob- 
lems confronting the investor as well as 
current activities of Government admin- 
istrative agencies in relation to secu- 
rities and the security markets. The 
reader is first furnished with a back- 
ground of former banker-investor rela- 
tions so that a better understanding of 
Government regulatory policies may be 
obtained. 

The author has divided Government 
and the Investor into six main sections. 
The corporation and the security holder 
are treated in the first division while 
the structure and regulation of the se- 
curities markets are examined in the 
second section. The third and fourth 
parts cover regulation of the sale of se- 
curities and the security markets. The 
volume closes with a discussion of pub- 
lic utility holding companies in the light 
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ot the Holding Company Act and a re- 
view of investment trust and investment 
company developments. 

This is another work in the “Ameri- 
can Government in Action” series and 
is written in clear, fluid style. 


—_ 


BOOKLETS 


Tue AGricutturaAL SiruatTion 1n RELATION 
to Banxinc. Washington, D. C.: U. S. 
Department of Agriculture, Bureau of 
Agricultural Economics. 1941. Pp. 18. 


Tus is a new quarterly report intended to 
provide country bankers and other lending 
agencies with basic agricultural information 
that will be adaptable for their use. At 
the request of the chairmen of the Agri- 
cultural Committees of the bankers associa- 
tions of the various states, copies are being 
sent to all members of the committees and 
to all county key bankers. The first: issue, 
dated January, 1941, contains a review of 
the agricultural situation in brief; surveys 
of recent agricultural credit developments 
and of the agricultural outlook by com- 
modities; a selection of items from Govern- 
ment programs; and a list of additional 
available Government agricultural reports 
and services. 


Bustness Benavior 1n A Crisis, By Bernard 
Lichtenberg. New York: Institute of 
Public Relations, Inc., Graybar Building. 
Pp. 11. 1940. 


Basep on an address delivered before the 
Boston Conference on Distribution, this 
pamphlet tells how far-sighted business men 
are creating favorable public opinion. 


Derense Prannine: A Nationat Neep. By 
Willard D. Arant. New York: National 
Economy League. 1940. Pp. 34. 


Tue author has assembled evidence to show 
the need for an impartial advisory planning 
group to review the defense program as a 
whole, to make recommendations which will 
assist in allocating priorities, and to aid 
executive departments in the most advan- 
tageous use of funds which are now subject 
only to broad limitations. Sections are de- 
voted to: Defense objectives; productive 
capacity; coordination; appropriations first, 
planning second; the Planning Commission ; 
ete. 


How Suatt We Pay ror Derense? By 
Maxwell S. Stewart. New York: Public 
Affairs Committee. 1941. Pp. 31. 10 
cents. 

Basep largely on an authoritative treatment 

of war financing by A. C. Pigou, “The Po- 

litical Economy of War” (Macmillan Com- 
pany), this pamphlet discusses the problem 
of taxes vs. loans in paying for defense. 
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Phases of the problem covered include: Dif- 
ficulty of increasing taxes; kinds of taxes; 
how loans may be obtained; bank credits; 
inflation; forced economies, deferred wages; 
rationing; price fixing; capital ‘levy; ete, 
Primary conclusion reached is that financing 
the defense program by taxation will leave 
the fewest headaches for future years and 
provide the best way of keeping consumers’ 
expenditures in line with our productive 
capacities. 


INDEFENSIBLE SpeNDING. By Willard D, 
Arant. New York: National Economy 
League, 280 Madison Ave. 1940. Pp. 32, 


A “COMPREHENSIVE survey of savings pos- 
sible in non-defense expenditures of the 
lederal Government,” this study deals with: 
The “double budget”; national defense civil 
functions; social security and _ pensions; 
public works and relief; aids to agriculture, 
showing how savings may be made in vari- 
ous governmental fields. Economies recom- 
mended are drastic—$394 million in the 
remaining period of the present fiscal year, 
and $2,043 million in the 1942 fiscal year, 
but the author feels that these savings can 
be made “if the Administration and Con- 
gress have the determination to do so, and 
if minority groups are willing to forego 
special advantages for the national good.” 


Present Prostems CoNcEeRNING ForeiGN 
Funps Contror. By Sidney Harris and 
Franz M. Joseph. New York: Sylvester & 
Harris, 521 Fifth Ave. 1941. Pp. 18. 


A reprint of the authors’ articles in the 
January 22, 23 and 24, 1941, editions of 
the New York Law Journal, this study is 
confined to an interpretation and explana- 
tion of the term “national” as used in the 
Executive Orders and the regulations, li- 
censes and general rulings issued to sup- 
plement them, relating to the freezing of 
the funds of nationals of Norway, Den- 
mark, The Netherlands, Belgium, Luxem- 
bourg, France, Latvia, Estonia, Lithuania 
and Roumania. 


Trave Association ExercuTives AND PuBLIC 
Retations. Washington, D. C.: American 
Trade Association Executives. 1941. Pp. 
48. $1. 


Tuis report of the public relations com- 
mittee of the American Trade Association 
Executives is designed to help trade asso- 
ciations in. ,their appraisal of public atti- 
tudes towards business policies and _ their 
execution, and to aid in the development 
of trade association public service leader- 
ship. Chapters include: What is public re- 
lations?; why the public service approach?; 
what a sound procedure is; the executive's 
part; relations with the public, the press, 
governmental groups, educational institu- 
tions, other associations, and in connection 
with meetings; research; promotion; check- 
ing results; etc. 
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Prineiples of Banking Conduet 


By A. P. GIANNINI 


Chairman of the Board, Bank of America, N. T. & S. A., San Francisco 


UCCESS does not come from curry- 
ing favor or back-slapping. It is 
service that gets business. We filled 

a great need when we provided bank 
service for the fellow who had been 
overlooked. That brand of service 
brought in the bigger fellows, too, and 
we take pride in serving them equally 
well. But in serving the big fellow 
there is sometimes the temptation to 
forget the little fellow. We must never 


“Inside your own organiza- 
tion, play no favorites. Never 
let ‘chumminess’ reach the point 
where it will influence your 
judgment. Avoid cliques, fac- 


tions, office politics; we must 
keep such things out, for they 


are destructive. We must be 
one for all and all for one—the 
bank. 

‘‘Keep yourselves where the 
public can see and talk to you. 
Live up to your own words. 
Keep yourselves so clean that 
nothing you do will ever arise 
to thwart you in doing what 
duty dictates. Never use inside 
information to feather your own 
nest. 


‘‘Never engage in ~- outside 
financial interests which might 
get you into trouble or occupy 
time and attention that should 
be devoted to the affairs of the 
bank,’’ advises Mr. Giannini in 
the accompanying portion of 
his recent special message to the 
Bank of America staff. 


do that. The little fellow, because of 
the personal nature of his association 
with us, is appreciative and loyal, more 
sensitive to human values. He will stay 
with you when you need him. He will 
play the game straight and clean with 
you if you play it that way with him. 


Internal Policies 


Inside your own organization, play 
no favorites. Never let “chumminess” 
reach the point where it will influence 
your judgment. Avoid cliques, factions, 
office politics; we must keep such things 
out, for they are destructive. We must 
be one for all and all for one—the 
bank. 

Keep yourselves where the public can 
see you and talk to you. Live up to 
your own words. Keep yourselves so 
clean that nothing you do will ever arise 
to thwart you in doing what duty dic- 
tates. 

Never use inside 
feather your own nest. 


information to 


Concentrate on Bank Affairs 


Never engage in outside financial in- 
terests which might get you into trouble 
or occupy time and attention that should 
be devoted to the affairs of the bank. 
If you have capital of your own you 
naturally may invest it, but you would 
be well advised to avoid enterprises 
which take your time, or involve specu- 
lative risks which cause worry and ap- 
prehension and so prevent you from 
concentrating on your job. Keep your 
business affairs open and above board 
so you may work solely for the benefit 
of the bank, its customers and its stock- 
holders. You will be happier and more 
successful. 
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Trust Department 
Cultivation of Lawyers 


By M. B. SLAUGHTER 
Vice-President and Trust Officer, Merchants’ National Bank, Mobile, Ala. 


INCE bank trust departments are as 

a matter of principle precluded 

from engaging in the practice of 
law, doesn’t it follow that every piece 
of business we put on our books must 
be passed on by some lawyer before 
we ever get it? If this lawyer wants 
to, he can, by almost a single word or 
a shrug, destroy much of our develop- 
ment work, and some of them don’t 
stop with a shrug or a single word. 
More important, by inclining his client 
away from a bank, the lawyer con- 
sciously or otherwise may impugn its 
good name to the end that this client 
in discussing the solution of his own 
estate plan with his friends may inno- 
cently, but just as effectively, carry on 
the implication that perhaps there are 
reasons why it would be unwise to 
name a bank as fiduciary. 

Now the lawyers have their economic 
aches, and like any banker seeing an 
established source of income drying up, 
they are mighty quick to blame it on 
somebody, and in some instances the 
lawyer has grounds for feeling that the 
banks are taking business away from 
him. Consequently he feels more or 
less justified in sabotaging that. fine ad- 
vertising campaign that produced so 
many inquiries—and so few results. 

As a result of my talks with various 
trust men in the South, I believe that 
we of the Merchants National are doing 
about as effective a job of cultivating 
the local Bar as any bank we know of. 

We have some 130 odd attorneys in 
our city. Approximately 20 per cent 
of them do about 90 per cent of the 
important legal work of the community. 
The other 80 per cent are all vocal and 
includes many young lawyers who in 
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relatively a few years may perhaps be- 
come more or less important figures, 
politically or otherwise. Their clients 
while generally of small means, do oc- 
casionally represent desirable business 
in varying degrees.. So we cultivate all 


of them. 
How. Job Is Done 


“How is the job done?” That is 
easy. First, I am talking primarily to 
men from towns of 30 to 150 thousand. 
I don’t know that the plan is applicable 
in such cities as Cincinnati, St. Louis, 
etc.; I can only tell you what we have 
been able to do in Mobile, and you will 
have to draw your own conclusions as 
to its adaptability in your community. 

In cultivating the lawyers we just do 
it the old-fashioned way and call on 
them. whenever we have an excuse, and 
we call when we don’t have any excuse 
and just tell them that we felt we were 
missing something in not knowing them 
better. 

After we had spent much time and 
more sincerity in getting acquainted 
with the lawyers, the Mobile Clearing 
House invited Gilbert Stephenson, Di- 
rector of the Trust Research Department 
of the AIB Graduate School of Banking, 
to put ona Trust Week for us. We 
didn’t expect Mr. Stephenson to raise 
the dead, nor did we ask him to do what 
our own innate good sense dictated that 
we should do. 

Mr. Stephenson’s visit to Mobile was 
perhaps unique in one respect. When 
we asked the Mobile Bar Association to 
attend as our guests a luncheon at 
which he was to speak, they requested 
instead that Mr. Stephenson and the 
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‘In cultivating the lawyers 
we just do it the old-fashioned 
way and call on them whenever 
we have an excuse, and we call 
when we don’t have any excuse 
and just tell them that we felt 
we were missing something in 
not knowing them better... . 
You will make lasting friends 
for yourself and your bank if 
you let the attorneys, both great 
and small, know that you want 
their friendship and esteem,’ 
advises Mr. Slaughter in the ac- 
companying portion of his re- 
cent ABA Mid-Winter Trust 
Conference address. 


local trust men be their guests. This 
offer was gratefully accepted, and Mr. 
Stephenson spoke at a called meeting 
as the guest of the Mobile Bar Asso- 
ciation. 


Right Attitude Important 


Personally calling on the lawyers— 
and even one or two calls a week will 
in the course: of a year get a lot of 
lawyers. It’s just that simple if you 
like people and are not too impressed 
with your own importance. If you think 
you are too big a figure to call on 
some relatively unimportant lawyer 
who is perhaps practicing a lot more 
economy than law, then in heaven’s 
name don’t. On the other hand, if you 
are really as big as you think you are, 
you will make lasting friends for your- 
self and your bank if you let the at- 
torneys, both great and small, know 
that you want their friendship and es- 
teem. A subsequent invitation to join 
you for lunch will produce some inter- 
esting results. . 

I don’t mean to imply that every Mo- 
bile lawyer is sympathetic to the aims 
of the Corporate Fiduciary—such is not 
the case. But! with the exception of 
possibly 8 or 10—out of more than 130 
lawyers, our bank is respected and en- 
joys in large measure the cordial co- 
operation of the Mobile Bar. 

From time to time, and with studied 
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irregularity we have provided each of 
our local attorneys with some handsome 
and useful gift. All told, we have spent 
about $1,500 to $1,800 in getting to 
know our lawyers during the past ten 
years. We have made lots of warm 
friends and spent many happy hours in 
the process. 

The lawyer is worth cultivating, and 
until you have done so, you may as well 
dismiss any beautiful dreams you may 
have been entertaining about getting 
new business in appreciable volume. 
Lawers aren’t impressed one bit by the 
magnitude of your deposits. They are 
used to talking in terms of billions. Your 
title and impressive office and reputed 
salary are just so much grit in their 
spinach. Their errors of judgment are 
either locked up or electrocuted, but 
yours, in all probability, will be well 
and frequently narrated. Don’t fool 
yourself by saying you haven’t the time 
to get acquainted; just try to figure the 
cost of not doing it! Every year you 
put off, you multiply your problem. 
With each quota of law school gradu- 
ates, your opposition grows and unless 
something is done to meet this situation, 
we shall be ground between the upper 
stone of antagonistic legislation and the 
“nether” stone of local attrition on the 
part of the lawyers. 


© 


THE changes being made in the trust 
law indicate that just as a trustee has 
a duty to protect the principal of the 
trust, he also has the clear-cut duty to 
protect the beneficiary and that if the 
life tenant is the widow, the children, 
or grandchildren or some other person 
who was particularly close to the tes- 
tator or settlor, then the duty of the 
trustee is to see that such life tenant 
is cared for in accordance with the in- 
tention of the creator of that trust and 
this is true regardless of whether or not 
the instrument indicates that intention 
and as long as it does not indicate a 
contrary intent.—Judge Carl E. Wahl- 
strom, Probate Court of Worcester, 
Mass., in an address before the recent 
ABA Mid-Winter Trust Conference. 
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SEGREGATE BOND PROFITS 


By Rospert K. Henry 


Member, Banking Commission of Wisconsin 


HE records of the Wisconsin Bank- 

ing Department and its statistical 

studies disclose some very interest- 
ing and rather astounding information 
with respect to profits and losses on 
bonds over the five year period from 
1935 to 1939 inclusive. Information is 
not yet available for 1940. These rec- 
ords show that during that five year 
period state banks in Wisconsin real- 
ized profits and recoveries on the sale 
of bonds to the extent of approximately 
$10,809,000. It is safe to assume that 
a substantial portion of the recoveries 
were on bonds which had been charged 
down during the previous five year 
period. During the same five years 
from 1935 to 1939 inclusive, losses on 
the sale of bonds and write downs of 


the book value of bonds still held 


amounted to approximately $10,409,- 
000. Only in 1936 were profits and 
recoveries more than the losses and 


write-downs. Over the same period the 
average common stock investment of all 
state banks was approximately $25,- 
820,000. For the five years, bond profits 
and recoveries were approximately 42 
per cent of the average common stock 
investment over the period, or an aver- 
age of over 8 per cent a year, while 
the losses and write-downs were only 
slightly lower in ratio. 


‘Will o’ the Wisp’’ Profits 


I bring you these figures merely to 
point out more clearly the relationship 
between profits and losses on bonds and 
the common stock investment in your 
banks, and also to point out that, on 
the whole, bond profits are will o’ the 
wisps which in a great many instances 
only offset losses previously taken or 
which are subsequently sustained. 


For me _ this information only 
strengthens a conviction that bond 
profits should be carefully conserved 
and segregated rather than being dis- 
sipated through payment of dividends 
or by being used for purposes other 
than the protection of the bond account. 
The fact that the bond market is subject 
to fluctuations and trends as a result of 
causes beyond the control of any one 
or group of us, is no new story to any 
banker who has had a bond of high or 
low quality in his investment portfolio, 
be it a real estate issue or an obliga- 
tion of our Federal Government. You 
will recognize with me that one of the 
soundest safeguards for our bond ac- 
counts is to segregate bond profits as 
realized so as to be available to absorb 
losses in times of stress. 


Definite Program Essential 


Because of the necessity of taking a 
long range view of investments in bonds 
it appears imperative that a definite 
program in regard to bond profits be 
adopted by each bank having such in- 
vestments. Any program worked out 
should give consideration not only to 
the quality of the bonds owned but also 
to the ratio of the total investment in 
bonds to the capital structure of the 
bank. Failure on the part of bankers 
to adopt reasonable individual pro- 
grams for the conservation of bond 
profits could very well result in regu- 
lations in that respect by supervising 
agencies or in recognition of the sub- 
ject by legislative bodies. Perhaps 
legislation of your own fostering would 
even now be desirable—From an ad- 
dress before the recent Mid-Winter 
Conference of the Wisconsin Bankers 
Association. 


THE BANKERS MAGAZINE for March, 1941 





Home Financing Tax Difficulties 


By Witu1am H. Huspanp 
Member, Federal Home Loan Bank Board, Washington, D. C. 


NCREASED national income arising 
from the National Defense Program 
should permit municipalities to 

amend their archaic taxing systems and 
put home ownership on a sounder basis. 

Taxes remain a heavy burden in hun- 
dreds of communities, a decided nega- 
tive influence on the benefits that should 
come from the modernized and systema- 
tized home financing terms developed 
in the past few years to give greater 
economy and convenience to the bor- 
rower and security to the lender. 

The fact that many citizens are forced 
to pay out more money in taxes than 
they pay to finance their homes is ample 
proof of unfair tax rates and inequal- 
ities of assessment. These evils are ag- 
gravated in many communities by 
methods of administration which fail 
even to provide for the orderly pay- 
ment of taxes before heavy penalties are 
incurred. 

The plight of the home owner may 
be seen by comparing the monthly tax 
requirement with the payments required 
te meet the amortization of principal 
and interest on a moderate-sized home. 
The accompanying table shows actual 
loan cases taken from the records of 
the Home Owners Loan Corporation. 

It requires no elaboration of eco- 
nomic theory to demonstrate the effects 
of taxes where they exceed the payments 
on principal and interest combined. 
The unfortunate outcome often is to let 
the home go by default as a means of 
escaping the tax burden. Whereas the 
lending institution which forecloses 
may be called a villain, the underlying 
cause of the trouble is found in taxes. 
It stands to reason also that the insti- 
tution will find difficulty in selling the 
foreclosed property because of the same 
inequitable taxes. 
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Cities which fail to reform such tax 
structures are paying a tremendous 
price—one which is cumulative in ef- 
fect and will persist for a long time to 
come. In most instances, there is slow 
but serious loss of tax revenue because 
of the decentralization which is bound 
to result. There is a loss not only be- 
cause people move to suburbs, but be- 
cause the real estate market is unduly 
depressed. 

Unfair tax rates, high delinquencies 
and declining real estate markets go 
hand in hand, and much of the difh- 
culty can be traced to the absence of 
a comprehensive tax policy and to the 
failure to provide efficient collection 
procedures. : 


Suggested Improvements 


Now is the time to improve tax ad- 


ministration. The increasing national 
income, stimulated by the National De- 
fense Program, provides an excellent 
opportunity to clear up delinquencies 
and to establish fair tax schedules and 
property valuation. 

Now, if ever, delinquent taxes can be 
collected. And now is the time to take 
steps for the systematic collection of 
future taxes. 

A simplified and systematic method 
of billing is the first requisite for col- 
lection of both current and delinquent 
taxes. 

Communities with heavy  delin- 
quencies should use pressure where 
necessary to collect their tax debts, but 
they should provide reasonable conces- 
sions to give citizens a chance to pull 
out of the hole. 

The next step should be provision 
for installment payments of future 
taxes. Already many institutions have 
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Monthly Tax Requirements Compared With Payments Required to Meet 
Amortization of Principal and Interest on Homes—Cases 
Taken from Records of the HOLC 


inaugurated monthly apportionment of 
taxes and are serving as convenient col- 
lection agencies for the cities. All FHA 
insured loans are on this basis, and the 
HOLC now has 330,000 accounts on 
which it collects tax installments 
monthly. In addition, many private 


home-financing agencies have volun- 
tarily adopted similar procedure. Every 
taxpayer should be offered the same 


opportunity. 
Individual Servicing 


City officials may contend that their 
costs of collection would increase ma- 
terially by the adoption of a program 
of individual servicing, but the bene- 
fits undoubtedly would exceed the addi- 
tional outlay. Tax revenue would be 
greatly stabilized and the preparation 
of reliable budgets would be facilitated. 

The best answer to those who declare 
that nothing can be done is found in 
the aggressive steps already taken by 
various cities. Approximately one hun- 
dred cities now permit the payment of 
taxes on a quarterly or more frequent 
basis according to the Detroit Bureau 
of Governmental Research, Inc. The 
practicability of installment payment is 
also shown by the experience of life in- 
surance companies which permit the 
payment of premiums on an annual, 
semi-annual or quarterly basis. Like- 
wise, the schedule of payments for taxes 


Monthly Billing for 


Principal _Interest 


$20.99 
9.62 
12.49 
5.35 
20.65 
18.53 
15.23 
13.83 


should be arranged more in the light 
of the taxpayers’ flow of income than 
be determined arbitrarily by tradition. 

It is easy to claim that tax evils lie 
in antiquated and cumbersome laws 
and mixed jurisdictions—and such 
claims are true. But many of those 
evils can be traced directly to poor ad- 
ministration and an almost unbelievable 
carelessness in collection methods. 

Many a citizen has seen delin- 
quencies mount while he literally waited 
to pay his taxes. Many accounts have 
been allowed to go delinquent because 
citizens were not notified of their taxes, 
or were allowed to become delinquent 
with no follow-up on the part of the 
authorities. 


The Tax Collection Problem 


Tax collection certainly is one of the 
most important tasks of a community, 
yet in thousands of communities it is 
ineptly administered. No one discounts 
the tax collection problems which can 
be traced to the depression, but no one 
can deny, either, that these problems 
have been ignored during recent years 
of increasing prosperity. 

Action now, while prosperity is defi- 
nitely on the upgrade, can solve the 
plight of many communities which are 
in desperate financial straits. The 
situation calls for energetic civic 


leadership. 
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HANDLING TAX RETURNS 


By E. D. LaRue 
Vice-President and Trust Officer, Montclair Trust Company, Montclair, N. J. 


N recent years changes in income tax 
laws have resulted in increased bur- 
dens being placed upon corporate 

fiduciaries. Trust departments in insti- 
tutions located in states which also tax 
incomes are faced with even greater 
complications due to the additional vol- 
ume of work to be performed and serv- 
ices that are to be rendered in connec- 
tion with their fiduciary accounts. 

It may be of interest that recently a 
number of trust men in so-called small 
departments have been asked to set 
forth steps taken and known by experi- 
ence to relieve tax period pressure. The 
replies indicated that while numerous 
banks and trust companies have made 
strides in refining their tax problems to 
a point where a minimum of incon- 
venience and expense is involved there 
still remains a greater percentage of in- 
stitutions not so fortunately situated. 

Admission is freely made that during 
the period from January 1 to the date, 
or dates when income tax returns must 
be filed, varying stages of increased ac- 
tivity exist in every trust department the 
country over, ranging in some cases 
from a mild up-swing to hectic confu- 
sion in others. Every succeeding year 
discloses additional problems and work 
volume. 


Operating Difficulties 


There are numerous reasons for these 
conditions and a few of those known to 
have caused trouble will be mentioned. 

First—entirely apart from income 
taxes, each year-end and for a consid- 
erable period thereafter every trust de- 
partment encounters its peak-load. As 
to tax returns, it is a temptation and 
more often a necessity to postpone their 
preparation for a period of several 
weeks after January 1, or at-least until 


such time as the other departmental 
duties automatically lighten. 
Second—the past several years have 
seen drastic changes in income tax regu- 
lations and requirements. A greater 
number of returns must now be filed 
due to decreased exemptions. More 
time is involved in their preparation 
due to additional information required. 
Officers and employes alike expend 
much effort in keeping abreast of 
changing regulations. With certain 
types of accounts two sets of records 
must be maintained. The first, to re- 
flect the inventory or cost values at 
which you must account; and the sec- 
ond, the values that must be utilized in 
computing profits or losses and the 


_length of time assets have been held. 


Third—we now have the Wages and 
Hours law. Troubles that loomed 
large in the past now seem trivial by 
comparison. During tax periods, it is 
found that substantial over-time pay- 
ments are involved, or payrolls other- 
wise increased by the necessity of en- 
gaging outside assistance either on a 
part or full time basis. 

The problems mentioned are not in- 
tended to be at all inclusive and you 
could undoubtedly enumerate many 
others. 

I believe that basically we have one 
common problem. The answers, how- 
ever, are apt to be varied depending 
upon the policies of each bank, the 
nature and volume of its accounts, its 
personnel and the extent to which its 
customers have been educated to ex- 
pect exacting services without appro- 
priate payment therefor. 

Any one with a disease is not nearly 
so anxious to find vat how he contracted 
his ailment as he is to know how to 
obtain relief from it. Yet a speedy and 
correct diagnosis of the trouble is 
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usually the first step toward a cure. The 
ideal situation would be to have 100 
per cent recovery. While I am not a 
pessimist, it seems that with conditions 
as they are and as they are apt to be 
for some time to come, the most we can 
expect is not to have our income tax 
problems entirely solved but to be able 
to build up our resistance to a point 
where they will be practically neutral- 
ized. 

Suggested Procedure 


Let us see how this may be brought 
about. 

First—a study of the bank’s posting 
system or bookkeeping records would 
probably indicate the source from which 
income tax records should be started. 
Arrangements should be made to have 
all transactions intelligently coded on 
the posting records so that the later 
summarizing of them for tax purposes 
can be readily accomplished. 

Second—the preparation of a printed 
or mimeographed form, or forms on 
which the income and transactions of a 
given account could be classified in the 
manner required by the return, or re- 
turns that are to be filed. These forms 
should be maintained in a_ separate 
ledger entirely apart from the depart- 
ment’s principal posting system. Period- 
ically during the year this classifying 
of income and other transactions should 
be kept current. In order to do this, 
many institutions take advantage of 
slack days, or periods so that no undue 
confusion is present. These records, as 
they are brought up to date throughout 
the year, should be proved with the 
main posting system. Incidentally, here 
it would be well to make certain that 
your methods and the operation of other 
phases of your departmental activities 
are not antiquated and that more time 
is not being utilized in other trust func- 
tions than is necessary. It can well be 
seen that any time saved by the adop- 
tion of more efficient systems could well 
be utilized in some phase of your tax 
schedule. 

The current posting and proving of 
income tax records will go far to re- 
duce, or eliminate overtime payments 
at least until the year end. 
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‘‘It seems to me that so far 
we have refused to acknowledge 
that income tax functions are as 
important as other trust duties. 
Income tax is a full-blooded 
brother of our other major trust 
functions, and it is imperative 
that it be removed from the step- 
child category. We are prone 
to consider it as a necessary evil 
that breaks out each year rather 
than to recognize it for what it 
is, namely an essential part of 
our routine,’’ points out Mr. 
LaRue in the accompanying 
portion of his recent ABA Mid- 
Winter Trust Conference ad- 
dress. 





By January 15 of each year, it should 
be possible by systematic endeavor to 
have completed the compiling of all in- 
formation required. This data can 
then be transferred to letters of advice 
that are to go forward.to the bene- 
ficiaries of your trusts and estates. This 
letter could also be printed and so de- 
signed that it follows the form of the 
returns. By making a special effort to 
accomplish this by January 15, you not 
only build up good will with your cus- 
tomers by doing the job promptly and 
well, but you will also save your de- 
partment the time involved in answer- 
ing useless inquiries either by telephone 
or in person as to when the information 


_can be expected. 


We. next come to the preparation and 
filing of fiduciary returns. If the basic 
information is available by January 15, 
there should be a reasonable oppor- 
tunity during the two months that fol- 
low for selected officers and clerks to 
transfer this data to the returns. These 
duties do, however, definitely have to 


‘be assigned to each individual so em- 


ployed so that he knows the accounts 
for which he is responsible. 
Service Charges 


Many institutions have found that 
their expense problem can be offset to 
a large degree by imposing a charge 
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for the preparation of individual re- 
turns for their customers. Many banks 
are reluctant to do this because of a 
possible loss of good will. Did we not, 
however, hear this same cry when the 
subject of service charges on checking 
accounts and other forms of banking 
department activities were first men- 
tioned? This year for the first time, in 
our bank, we have imposed a charge 
for this service on a graduated scale 
of rates ranging from $2.50 to $15 for 
each individual return with, however, a 
minimum of $5 per hour for those 
where considerable time was involved 
in gathering the material and placing 
it in final form. A letter was directed 
to each person whose individual return 
we prepared last year setting forth the 
reasons why the charge was necessary. 
We also requested that, if we were to 
provide the same service this year, the 
information be furnished promptly in 
order to avoid confusion and delay 
around the filing period. So far the 
reaction to these letters has been very 
satisfactory. 


Additional Time-Savers 


There are other suggestions that may 
be helpful. 


1. The keeping separate from your 


“The wisdom of periodic 
classification of essential data 
throughout the year, the prepa- 
ration of letters of advice and 
finally the returns themselves 
must be accepted and made a 
definite part of our daily work. 
There should not be any more 
excuse for income tax duties to 
be in arrears than there would 
be for you to approve the post- 
ing of today’s security and cash 
transactions next week. The 
work involved must be allocated 
to officers and competent clerks 
and the responsibility fixed for 
its being completed on schedule. 
When each individual knows 
what is expected of him, the job 
will be done.’’ 


general files all income tax correspond- 
ence, copies of returns and other data. 
This procedure enables you to make 
ready reference to any phase of income 
tax procedure and when returns are to 
be checked, the complete file may be 
turned over to the agent. 

2. As new estates come in, where you 
are acting as executor, or administrator, 
it is well to obtain early the informa- 
tion required for the returns up to the 
date of death and to see to it that they 
are promptly filed. The procedure of 
requesting immediate audits of all prior 
years’ returns is advisable to eliminate 
any questions of outstanding liability. 

3. In the case of revocable trusts and 
similar accounts where profits and 
losses would be contingent upon costs 
to the grantor, or customer, it is help- 
ful to secure these values immediately 
rather than to await the time when sales 
or other disposition of the property is 
made. If this is not done, the cus- 
tomer’s records may be mislaid, or lost 
and much additional work will other- 
wise be involved. 

If returns are well prepared, time will 
be saved in answering needless ques- 
tions of agents assigned to audits. You 
will eliminate also embarrassment by 
being forced to disclose to your cus- 
tomers oversights resulting in additional 
tax payments with penalties. 


Avoidable Difficulties 


It may be of interest to some of you 
that it is entirely in order to request 
the Collector’s Office in. your district to 
withhold audits and investigations of 
prior years’ returns during the period 
from January 1 to March 15. The In- 
ternal Revenue Offices are not unaware 
of the difficulties encountered by trust 
departments during the tax periods and 
they are sympathetic to such requests. 

It has been my privilege in the past 
several years to discuss with various 
Federal Revenue Department Agents, 
those things which cause the greatest 
inconvenience and annoyance to both 
agents and fiduciaries at the time of 
auditing returns and it would seem that 
the chief difficulties are caused by the 
trust institutions themselves. The agents 
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state that considerable time would be 
saved if there was attached to the re- 
turns a list of the dividends and bond 
interest, the latter segregated with re- 
spect to foreign, tax free, 2 per cent tax 
paid at source, etc., making up the totals 
shown on the face of the return. If 
this is done, the agent most likely will 
be in a position to close the matters 
without calling at the bank. On the 
reverse side of the Federal Fiduciary 
form, Item No. 2 calls for the date the 
estate or trust was created. It is im- 
portant here to show that the return is 
filed either for an estate in the process 
of administration, which automatically 
calls for the exemption of $800, or that 
it covers a trust fund where the $100 
exemption applies. Very often it is 
found that accounts which are actually 
testamentary trusts under administration 
for many years are described on the re- 
turns as estates. Much time is consumed 
both on the part of trust departments 
and agents to make these corrections. 

You may well say that the necessity 
for doing all of these things well and 
promptly is admitted. What you really 
wish to hear is how this is to be done 
along with your routine duties. 


Essential Routine 


All of the things that have been men- 
tioned are known at least to the major- 
ity of you, but it seems to me that so 
far we have refused to acknowledge 
that income tax functions are as im- 
portant as other trust duties. Income 
tax is a full-blooded brother of our 
other major trust functions, and it is 
imperative that it be removed from the 
step-child category. We are prone to 
consider it as a necessary evil that 
breaks out each year rather than to 
recognize it for what it is, namely an 
essential part of our routine. The wis- 
dom of periodic classification of essen- 
tial data throughout the year, the 
preparation of letters of advice and 
finally the returns themselves must be 
accepted and made a definite part of our 
daily work. There should not be any 
more excuse for income tax duties to be 
in arrears than there would be for you 
to approve the posting of today’s secu- 
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‘‘By January 15 of each year, 
it should be possible by syste- 
matic endeavor to have com- 
pleted the compiling of all in- 
formation required. This data 
can then be transferred to let- 
ters of advice that are to go for- 
ward to the beneficiaries of your 
trusts and estates. This letter 
could also be printed and so de- 
signed that it follows the form 
of the returns. By making a 
special effort to accomplish this 
by January 15, you not only 
build up good will with your 
customers by doing the job 
promptly and well, but you will 
also save your department the 
time involved in answering use- 
less inquiries either by telephone 
or in person as to when the in- 
formation can be expected.’’ 


rity and cash transactions next week. 
The work involved must be allocated to 
officers and competent clerks and the 
responsibility fixed for its being com- 
pleted on schedule. When each indi- 
vidual knows what is expected of him, 


the job will be done. 
© 


THE integrity and good faith of any 
government usually can be judged by 
the degree of fairness and equality with 
which it enacts and administers tax 
laws. The imposition of equitable tax 
laws and their orderly administration 
for revenue only, without using the 
necessity of taxation as an excuse for 
the enactment and administration of 
punitive measures unrelated to taxation, 
is one test of the development of or- 
derly and constitutional government. It 
has always been recognized that “the 
power to tax is the power to destroy.” 
There is nothing that calls for more 
constant vigilance on the part of the 
average citizen than the trend and ad- 
ministration of tax laws.—John B. 
Gage, Mayor of Kansas City, Mo., in an 
address at the recent ABA Mid-Winter 
Trust Conference. 


SURVEY 


Condensations from Magazines, Reviews, 


Reports, Bulletins, Radio Discussions, 


Advisory Services, Newspapers, etc. 


FORECLOSURE RATE LOWER IN SMALLER COMMUNITIES 


Federal Home Loan Bank Review, Washington, D. C. 


HE rate of urban real estate fore- 

closures is less in smaller com- 

munities than in the more populous 
urban districts. 

A constant relationship to the county 
size is shown by the foreclosure rate, 
with the larger counties reporting pro- 
gressively higher foreclosures. in the 
first eleven months of 1940, a spe- 
cial survey revealed that urban fore- 
closures numbered only 1.8 per 1,000 
dwellings in counties having less than 
5,000 non-farm dwellings, while in 
counties with between 5,000 and 20,000 
dwellings, the foreclosure rate was 
2.5 per thousand homes. In_ the 
next group, 20,000 to 60,000 dwell- 
ings, the foreclosure rate was 4.3 per 
thousand; and in counties of 60,000 
dwellings and over, the highest rate oc- 
curred, 6.4 foreclosures per 1,000 
homes. 

However, this does not necessarily 
mean that foreclosure risks to home 
financing institutions are greater in the 
more heavily urbanized areas because 
the foreclosure rate may be compensated 
by other elements such as easier salabil- 
ity of foreclosed properties. 

Ups and downs in the volume of fore- 
closures are commonly regarded as 
among the most significant symptoms of 
conditions in the real estate market. 
Foreclosures are an over-all measure 
of the performance of mortgage bor- 
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rowers and indicate the extent to which 
financial institutions are forced to add 
to this least desired account, “real es- 
tate owned.” They have an important 
bearing on the degree to which private 
money is willing to invest in the financ- 
ing of new building and in mortgage 
loans in general. 

A high or rising level of foreclosures 
is a danger signal, particularly if con- 
firmed by other symptoms of a weaken- 
ing real estate market such as increasing 
vacancies and falling rents. In con- 
trast, a low or declining level of fore- 
closures, together with other indices of 
favorable real estate conditions, stimu- 
lates the confidence of lenders in mort- 
gage investment. 

The continued decline of foreclosures 
over the past seven years points to the 
gradual recovery of the real estate mar- 
ket after the severest depression in 
American history. Foreclosure activity 
toward the end of 1940 had receded 
almost to the 1926 level. Within this 
span of fourteen years, we have wit- 
nessed seven years of steeply rising fore- 
closures from 1926 to 1933 and seven 
years of steady decline from the 1933 
peak. 

A warning might be injected against 
drawing far-flung conclusions as to the 
future course of foreclosures. The. fact 
that seven years of increasing fore- 
closures were followed by seven years 
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of decline does not necessarily mean 
that the cycle has been completed and 


that a larger foreclosure volume must 
be anticipated in the near future. 


CONSUMER CREDIT ADVERTISING SUGGESTIONS 


Bulletin, Wisconsin Bankers Association, Milwaukee, Wis. 


DVERTISING is a very important 

factor in the field of consumer 

credit. It is important because 
effective advertising can attract a volume 
of consumer credit business, and also 
because such advertising involves the 
bank’s public relations. 

The Consumer Credit Committee of 
the Wisconsin Bankers Association be- 
lieves that the following points should 
be given consideration by all banks en- 
gaged in advertising consumer credit 
services: 

1. All advertising should be truthful, 
both in statement and implication. It 
should be complete, so there can be no 
misunderstanding in the public’s mind re- 
garding the scope of the bank’s service. 

2. Advertising should properly de- 
scribe the merits of the bank’s services 
without in any way reflecting on the 
services of competing institutions. 


3. If the cost of consumer credit 
loans is advertised, this cost should be 
clearly and completely shown. A dis- 
count rate on a percentage basis should 
not be advertised, for the reason that 
the actual simple interest rate is ap- 
proximately double the discount rate. 
If the cost is advertised, the complete 
cost of the loan should be shown, in- 
cluding all service charges, filing fees, 
and other charges. 

4. Consumer credit has two funda- 
mental constructive purposes—to help 
credit-worthy individuals to pay their 
obligations, and to assist such individ- 
uals in the purchase of durable goods 
on a sound basis. It is to be remem- 
bered that a primary purpose of a bank 
is to encourage thrift and that indi- 
viduals should not be encouraged 
through advertising, to borrow un- 
soundly or needlessly. 
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FDIC REPORT SUMMARY 


By Leo T. CRowLey 
Chairman, Board of Directors, Federal Deposit Insurance Corporation, Washington, D. C. 


HE surplus of the corporation in- 

creased during 1940 by more than 

$43,000,000, bringing capital and 
surplus as of December 31, 1940, to 
$495,984,831.22. 

Corporation income for the year 
ended December 31, 1940, amounted to 
$55,909,437.53, the highest for any 
year of the corporation’s existence. To- 
tal income from the beginning of de- 
posit insurance has amounted to $274,- 
506,270.41, of which $211,105,027.12 
‘was derived from assessments paid by 
insured banks. : 

Disbursements for the protection of 
depositors of insolvent or hazardous in- 
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sured banks from the beginning of de- 
posit insurance (January 1, 1934) to 
December 31, 1940, amounted to more 
than $228,000,000, of which it is esti- 
mated that about $182,500,000, or 80 
per cent, will be recovered. 

Full protection of all but 1,686 of 
1,133,379 depositors was extended in 
the 355 insured banks closed or merged 
with FDIC financial aid through De- 
cember 31, 1940. Total deposits of 
these banks were $438,625,000, of which 
nearly 98 per cent were promptly made 
available. 

There occurred during 1940 a net re- 
duction of 93 in the number of insured 
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banks, 143 banks having been elimi- 
nated while only 50 were admitted to 
insurance. 


Having cared for all serious concen- _ 


trations of hazard known to exist in the 
banking system, the corporation con- 
tinues to supervise carefully the opera- 
tions of insured banks, bringing about 
correction of unsound policies or prac- 
tices that are found to exist before 
these weaknesses involve sizable dis- 


bursements for the protection of de- 
positors. 

With increasing industrial activity 
and the current revival of values, banks 
should work to dispose of their non- 
banking real estate and similar non- 
bank assets. Improved assets positions 
and augmented capital accounts should 
be the goals of bank management dur- 
ing periods of improved business 
activity. 


POINTERS ON BANK COURTESY 
The Midlander, The Marine Midland Banks, Buffalo, New York 


HEN talking to depositors, give 

them your undivided attention. 

Look them in the eye. The rea- 
son is obvious. 

Smile, if it cracks your face. Be 
pleasant. It gets you further with less 
effort. 

Introduce depositors to others—off- 
cers and employes. It cements their 
friendship and helps to avoid em- 
barrassment. 

Never criticize another employe or 
belittle bank methods in the presence 
of the public. 

Invite every contact to use bank 
service. 


If a depositor is abusive, remain the 
gentleman. It will bring him back in 
line. 

Never yell into a telephone. Talk 
slowly and clearly. It saves time and 
patience. 

Neatness in appearance is essential— 
clean finger nails, clean teeth and 
breath. Don’t overlook these items. 

During banking hours, never call 
across the bank to another. Never talk 
of bank matters or depositors where the 
public may hear. 

Personal opinions and comments are 
best kept to yourself during banking 
hours. The rule to all games is: Keep 
your mouth shut. 


FINANCING THE WAR IN GREAT BRITAIN 
Business Conditions Weekly, Alexander Hamilton Institute, Inc., New York City 


N his budget message, the President 
of the United States stated that the 
estimated deficit of the United States 

for the fiscal year 1940-41 will amount 
to $6,189,000,000. For the fiscal year 
1941-42, the deficit is placed at $9,210,- 
000,000, exclusive of the aid that may 
be given to the democracies engaged in 
the war. 

The question has been raised as to 
how these huge deficits can be financed 
without materially increasing the hold- 
ings of Government securities by the 
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banks and without bringing about a 
sharp increase in interest rates. In view 
of the importance of this question, it 
is of interest to investigate how Great 
Britain has financed the war so far. 
The public debt of Great Britain rose 
from £8,522,000,000 at the outbreak of 
the war to £10,618,000,000 at the end 
of November, 1940, an increase of 
£2,096,000,000, or $8,384,000,000. The 
importance of this increase in the pub- 
lic debt can be seen from the fact that 
the total national income of Great 
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Britain for the year 1939 was between 
$20,000,000,000 and $24,000,000,000. 
In spite of the sharp increase in the 


public debt, the contributions made by - 


the banks to finance this deficit were 
relatively small, totaling about £440,- 
000,000, or $1,760,000,000. This total 
was contributed by the banks in three 
ways. In the first place, the holdings 
of bills discounted by the Joint Stock 
Banks rose from £279,000,000 at the 
end of August, 1939, to £339,000,000 at 
the end of November, 1940, an increase 
of £60,000,000. This increase consisted 
entirely of short-term Treasury bills. 


In accordance with old established 
banking practice, the Joint Stock banks 
maintain approximately 10 to 11 per 
cent of their deposits in cash on hand 
and in the Bank of England, and an 
additional 20 per cent is invested in 
short-term obligations such as day-to- 
day money or Treasury bills. Since 
there was an increase of £457,000,000 
in the deposits of the banks during the 
period under consideration, an increase 
in the holdings of Treasury bills be- 
came imperative. 

In the second place, the holdings of 
longer-term securities by the Joint 
Stock Banks rose from £599,000,000 at 
the end of August, 1939, to £743,000,- 
000 at the end of November, 1940, an 
increase of £144,000,000. Since about 
95 per cent of the investments of the 
British banks consists of government 
obligations, it is reasonable to assume 
that the increase in the holdings of in- 
vestments represented exclusively gov- 
ernment securities. 


Finally, the Treasury made arrange- 
ments during 1940 for the banks to 
keep deposits with the Treasury. These 
deposits at the end of November, 1940, 
amounted to £236,000,000. 

Hence, in spite of the fact that the 
public debt during the period under 


consideration showed an increase of 
more than £2,000,000,000, the total vol- 
ume of deposits of the Joint Stock Banks 
increased only £457,000,000 while the 
total assistance rendered by the banks 


to the government amounted to only 
£440,000,000. This indicates that the 


greater portion of. the deficit was met 
through tapping the savings resources 
of the country. 

In this connection, however, the fact 
should not be overlooked that, during 
the period under consideration, the 
British Government nationalized a con- 
siderable portion of the foreign secu- 
rities held by British citizens. The 
holders of these securities were paid in 
pounds sterling. Under ordinary cir- 
cumstances, the owners of these funds 
would have found an outlet for their 
cash in equities, commodities, or in in- 
creased expenditures. Under the ab- 
normal conditions which prevailed, 
however, this was a difficult matter. 

With the 100 per cent excess profits 
tax on corporate earnings, there was ° 
not much inducement to purchase 
equities. The purchase of commodities 
was practically impossible, because the 
purchase and distribution of all basic 
commodities in Great Britain are 
handled by the government or by its 
agencies. Finally, increased expendi- 
tures for necessities were not possible 
because of the rigid rationing system 
and the elimination of production of'a 
number of luxury goods. 

Consequently, the greater part of the 
proceeds from the sale of foreign secu- 
rities to the British Government was 
converted into government bonds. This 
was primarily responsible for the great 
success which the British Government 
has had in financing such a large part 
of the cost of the war through the sale 
of obligations to ultimate investors. It 
is evident, however, that once the for- 
eign securities held by British nationals 
have been liquidated, this source of de- 
mand for newly issued British Govern- 
ment securities will disappear. 

Consequently, with the war expendi- 
tures of the British Government rising, 
the prospect is that the investing pub- 
lic in the future will not be able to 
absorb the newly issued securities of . 
the government to the same extent as 
was done during the first fifteen months 
of the war. It is thus apparent that 
the British Government from now on 
will have to depend more and more on 
the assistance of the banks. 
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FINANCE COMPANY EXPERIENCE 


By B. E. HENDERSON 


President, Household Finance Corporation, Chicago, IIl. 


T “Household” responsible persons 
can borrow on their character and 
earning ability. They apply for 

money of their own volition. The com- 
pany neither employs solicitors for 
loans nor has agreements with sellers 
of automobiles, appliances, or other 
merchandise whereby customers are re- 
ferred for sales financing. Loans are 
made when it appears from the appli- 
cant’s situation that he will benefit from 
the use of the credit and that he has 
income from which the loan can be 
retired. The average monthly income 
of Household’s borrowers in 1940 was 
$167. 

Household does not take wage assign- 
ments or endorsements. Its loans are 
evidenced by promissory notes. Ap- 
proximately 16 per cent of the loans are 
unsecured; approximately 83 per cent 
are secured by a lien on the borrower’s 
household goods. 

Both the company and the customer 
expect the loan to be repaid out of 
future income. This calls for repay- 
ments on an instalment basis. The bor- 
rower chooses the schedule of monthly 
instalments which best fits his income, 
the choice generally ranging from 2 to 
20 months. In 1940 the average sched- 
ule selected was approximately 17 
months. The customer has the right to 
repay his loan in full or in larger part 
than required at any time. The cost 
of the loan is less when borrowers re- 
pay ahead of time because they pay 
interest only for the actual time they 
have the money. 

A feature of Household’s business is 
the promptness with which customers’ 
loans are repaid. This is partly due to 
an effort to restrict the amount of each 
loan to a sum which can be liquidated 
by the borrower while retaining most 
of his income for the normal expenses 
of family life. Monthly payments of 
principal and interest required by the 
loan contracts made in 1940 averaged 
less than 7.57 per cent of the borrower’s 
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monthly income. Another reason for 
prompt payment is the borrower’s 
knowledge that the faster a loan is re- 
paid the less it costs. 

Cash repayments of principal during 
1940 were at a rate sufficient to liqui- 
date loans in 15.75 months from their 
dates of origin. This is somewhat 
faster than required by the average 17 
month repayment schedule selected by 
borrowers at the time of making loans. 

Customers terminate their loan con- 
tracts sooner than is indicated by cash 
principal repayments because a certain 
proportion of them borrow additional 
money. It is the practice of the com- 
pany, required by the small loan law 
of many states, to carry not more than 
one loan with a borrower at any time. 
When a borrower currently owing a 
balance needs additional money, the 
current loan is terminated by the mak- 
ing of a new loan for an amount sufhi- 
cient to retire the balance of the old 
loan and to supply the needed cash. 

Household’s experience has been that 
customers require additional money (in 
amounts averaging approximately $70 
on each occasion) twice before final 
retirement of their debt to the company. 
As indicated by the number of accounts 
paid in full during 1940, the average 
length of time a borrower is indebted 
to the company is 27.67 months, during 
which period the average customer has 
borrowed money on three loan con- 
tracts. 

Customers’ notes which the manage- 
ment believes are uncollectible or re- 
quire too great collection cost are writ- 
ten off at regular intervals during each 
year. During periods of widespread 
unemployment writeoffs are relatively 
large. Improvement in employment 
conditions has usually resulted in 
smaller writeoffs and larger recoveries 
from notes written off in previous years. 
The accompanying table shows writeoffs 
and recoveries during each of the past 
twelve years. 
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WRITEOFFS AND RECOVERIES 


Amount of 
Year Ended 
December 31 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
Twelve year average 


Written Off 

$ 452,956 
669,003 
971,937 
2,273,201 
2,436,094 
1,925,556 
1,098,675 
500,758 
745,067 
1,005,403 
899,109 
917,841 
1,157,966 


A lending business which looks for 
repayment to the future income of its 
borrowers must expect some bad debt 
losses. Household’s losses are as low 
as they are because operating income 
which might otherwise be lost in bad 
debts is expended as branch office 
salaries for the purpose of preventing 
losses by thorough investigation of ap- 
plicants before a loan is made and by 
careful individual attention to borrow- 
ers who subsequently default through 
misfortune or otherwise. 

Gross income in 1940 was approxi- 
mately 15 per cent higher than in 1939, 
due to the increased amount of cus- 
tomers’ notes outstanding during the 
year. Net income remained stationary 
because of increased taxation. House- 
hold’s total tax bill in 1940 was 63 per 
cent higher than in 1939. 

Household’s operating expenses, ex- 
cluding provisions for bad debt losses 
as well as interest and Federal taxes, 
in 1940 were 13.46 per cent of the 
average amount of customers’ notes out- 
standing during the year. The percent- 
age compares with 15.05 in 1939 and 
14.25 in 1938. This improvement in 
operating efficiency is due in large part 
to the increased amount of business in 
each branch office, which permits the 
distribution of relatively fixed overhead 
expenses to a larger ‘amount of loans. 
The declining trend in operating ex- 
penses sustains Household’s policy of 
lowering the rate of charge to bor- 
rowers. In this way the results of in- 
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Customers’ Notes 


Per Cent of Average Recoveries from 
Amount of Customers’ Notes 
Customers’ Notes Written Off in 
Outstanding Prior Years 

1.70 $ 29,032 

1.85 12,905 

2.24 11,291 

5.43 27,517 

6.57 260,473 

5.22 615,238 

2.84 785,291 

1.09 981,125 

1.30 632,021 

1.69 315,140 

‘ 364,652 

449,439 

373,677 


creased efficiency and growth in business 
are shared with customers. 

Notwithstanding an increase of ap- 
proximately $12,000,000 in the amount 
of customers’ notes on the books of the 
company, Household experienced in- 
creasing competition during 1940 from 
lenders operating under the same laws 
and from other cash lending agencies, 
including banks. Honest competition 
is wholesome, and this company has not 
suffered because of it. 

The social developments and legisla- 
tive history of the last quarter century 
have demonstrated that within the field 
of small loans, anything short of full 
candor and fairness is short sighted. 
Yet some cash lending agencies, when 
they advertise their rates of charge to 
borrowing customers, state them as only 
a fraction of the rates actually collected. 
These agencies increase and conceal the 
true interest rate by a number of de- 
vices, notably by discounting charges 
in advance. This of itself approximately 
doubles the ostensible rates when a loan 
for a year is repaid in equal instal- 
ments. Other subterfuges are the use 
of “service” fees, fines for delinquency, 
withholding of adequate refunds upon 
prepayment, hidden commissions on in- 
surance, and deposits in imaginary re- 
serves. Lending agencies extending 
credit to consumers should make full 
and frank disclosures of the exact cost 
and nature of the loan contract. 

The Selective Service Act has not ma- 
terially affected the company’s business. 
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Some of Household’s loans are to single 
men but the percentage is small. About 
1144 per cent of customers’ notes in this 
country are the obligations of single 
men of draft age. This fact is the re- 
sult of a policy adopted many years ago 
of concentrating on loans to family 
units for family purposes. The family 
is the basic unit of national life. Family 
loans are least likely to be affected 
either by temporary disturbances or 
radical changes in economic conditions. 
As a result, Household’s average cus- 
tomer is not the type intended for mili- 
tary training. 








HE management group in Ameri- 
can business wants Federal taxes in- 
creased at once—even though in the 

same breath it says much of the increase 
will have to be paid by business. - 

This demarid is revealed by Fortune 
magazine’s fourth Forum of Executive 
Opinion, which polled almost all the 
top men in business management on 
Federal tax policy. 

The vote in favor of increased taxes 
was more than two to one, and still 
larger was the vote in favor of ending 
tax-exempt bonds and imposing a Fed- 
eral sales tax. The vote for broadening 
the income tax base was nearly thirty 
to one and the vote for some sort of 
incentive taxation program was nearly 
four to one. 

The principal reason given by the 
executives for broadening the income 
tax base and imposing a Federal sales 
tax was to make more voters realize 
that Federal expenditures have to be 
paid for, and the most general criticism 
of the New Deal’s tax policy to date 
was that the Administration has tried 
to raise too much money through hid- 
den taxes because it is afraid to let the 
voters see the tax cost of its program. 

After 78.3 per cent of the executives 
expressed opposition to the New Deal’s 
general tax philosophy and 46.6 per 
cent opposed specific present taxes, this 
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MANAGEMENT FAVORS FEDERAL TAX INCREASE 


Fortune Magazine, New York City 
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The national defense program is in- 
creasing employment throughout the 
country. Improvement in employment 
conditions has _ usually _ stimulated 
Household’s business. Larger pay 
checks create greater consumption and 
a higher standard of living. When 
financial emergencies arise, the average 
working family borrows temporarily in 
good times as well as in other times. 
The average loan risk is better when 
employment is stable-——From Mr. Hen- 
derson’s annual report to the corpora- 
tion’s stockholders. 


question was asked: “With which of 
these criticisms of the New Deal tax 
philosophy do you agree?” 


‘The New Deal is penalizing business 
enterprise and business expansion 
by taxing speculative and expand- 
ing business far more heavily than 
conservative investment ........ 71.0% 
The New Dealers accept bigness as 
inevitable and are therefore in- 
different to the effect of taxation 
on small and growing enterprise.. 35.2 
The New Deal is deliberately over- 
taxing the saving classes of the 
country because the New Dealers 
think unemployment can be re- 
duced by reducing what they call 
SOUETSONINS ow cbs ba: bv epcne Sen 52.1 
The New Dealers are afraid to let 
the great bulk of the voters be- 
come conscious of the tax cost of 
the New Deal program and, con- 
sequently, they are trying to raise 
too much money through hidden 
taxes and taxes on the rich...... 80.7 
WO OWES, 6258 Cee ie ivenecere es 5.6 


However, executives are by no means 
against all taxes. For in spite of this 
criticism of the New Deal and with the 
realization that if taxes are increased, 
a large part of the increase will have 
to be paid by business, a good two- 
thirds of the management group feel the 
need for higher taxes—as shown by the 
replies to the question: 

“Do you favor higher taxes now, 
either to balance the regular budget or 
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to pay as much as possible of the cost 
of rearmament out of current revenue?” 
—Yes, 66.7 per cent; no, 28.1 per cent; 
no answer, 5.2 per cent. 

The Fortune Forum then asked execu- 
tives: “Do you favor ending tax ex- 
emption on Government bonds despite 
the fact that if you are now rich or have 
hopes of becoming rich the elimination 
would deprive you of any opportunity 
to escape the high top-bracket sur- 
taxes?” The replies: Yes, 77.9 per 
cent; no, 20.1 per cent; no answer, 2 
per cent. 

To the question: “Do you think Con- 
gress should forbid any further issuance 
of tax-exempt Federal bonds without 
waiting for a constitutional amendment 
to halt the issuance of tax-exempt state 
and local bonds?” executives replied: 
Yes, 66.3 per cent; no, 31.2 per cent; 
no answer, 2.5 per cent. 

The answers to the next two questions 
in the Fortune Forum of Executive 
Opinion, however, reveal that on one 
point there is practical unanimity, as 
also one voice for the educational vir- 
tues of taxation: 

“Do you favor broadening the base 
for the income tax?”—Yes, 94.2 per 
cent; no, 3.2 per cent; no answer, 2.6 
per cent. 

“If the base for the income tax is 
broadened—should it be done primarily 
to get more revenue from middle-class 
families who are now exempt from this 
levy?”—3.6 per cent; or, “Should its 
purpose be primarily to make more 
voters conscious of the fact that Gov- 
ernment expenditures have to be paid 
for?” —23.5 per cent; or “Both,”—69.4 
per cent; no answer, 3.5 per cent. 

The Fortune Forum of Executive 
Opinion next asked: “Do you favor a 
general Federal sales tax?” and the re- 
plies were: Yes, 63.7 per cent; no, 31.6 
per cent; no answer, 4.7 per cent. 

Then to the question: “Regardless of 
whether you favor a general Federal 
sales tax, do you think Congress should 
immediately impose additional luxury 
and excise taxes?” executives answered: 
Yes, 53 per cent; no, 39.3 per cent; no 
answer, 7.7 per cent. 

Turning from taxation for revenue 


and for education, the final question in 
the Fortune Forum was designed to get 
at the opinions of business leaders on 
the subject of incentive taxation, since 
many businessmen and many tax ex- 
perts believe that by shifting its inci- 
dence, taxation can be used to stimulate 
business expansion and to encourage re- 
employment. 

So executives were asked: “Which of 
these suggestions would you approve?” 


‘ax income from bond _ interest 
more heavily than income from 
dividends (to encourage venture 
capital) 

Tax improvements on land at a 
lower rate than the land itself 
(to stimulate fuller economic use 
of the land) ; 

Modify the present $800,000,000 a 
year social-security tax to impose 
a tax of several weeks’ salary on 
laying off an employe without re- 
placing him, at the same time re- 
ducing substantially the present 3 
per cent unemployment tax on 
keeping a man employed (to re- 
ward companies with stable or ex- 
panding payrolls and make com- 
panies with contracting payrolls 
pay a larger share of the cost of 
taking care of their laid-off em- 
ployes on relief or social secu- 
rity? 

Impose a tax on idle funds so that 
the entire burden of taxation 
would not fall on money actively 
employed in creating jobs and sup- 
plying services (to discourage 
production control and encourage 
business to quote prices which 
would bring the idle capacity back 
into use) 

Devise a special tax on idle capacity 
(to encourage business to go after 
volume at low profit margin, 
thereby creating jobs for many of 
the unemployed) 

Change the incidence of some or 
all the excess profits tax, so that 
all profits up to, say, 5 per cent 
of a company’s gross would be 
exempt from this levy, but above 
5 per cent a sliding scale of excess- 
profits taxation would begin to 
apply, running as high as, say, 50 
per cent on profits in excess of 
15 per cent of gross 

No answer 


Fortune is not advocating any of 
these particular plans but believes it is 
important that they should be carefully 
considered. 
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VIEWS 


Recent Speeches Given Before National, 
Regional or State Groups — Digested 


or Excerpted for Your Convenience .. . 


PROGRESS DEPENDS ON NEW WEALTH PRODUCTION 
By Davin A. WEIR 


Assistant Executive Manager, National Association of Credit Men, New York City 


EPLACEMENT of the philosophy 
of “defeatism” by a philosophy of 
progress, with emphasis on the 

production of new wealth, is the essen- 
tial need of the United States today. 

More and more men have come to 
think in terms of retaining that which 
they have gained rather than in attempt- 
ing to achieve new goals. The catch 
phrase “distribution of wealth” has be- 
come more important in the public 
mind than has the effort to produce new 
wealth so that there will be more to 
distribute. 

Both production of wealth and distri- 
bution of wealth are worthy objectives. 
However, it should be axiomatic that a 
people with an economic philosophy 
which emphasizes distribution while 
minimizing production, will soon find 
that high-sounding phrases make a poor 
‘substitute for more food, clothing, auto- 
mobiles and housing facilities. A 
phrase without food provides poor 
nourishment. 

Perhaps this condition, which is 
falsely called “progressive” and which 
is visionless, has arisen because of the 
false sense of values built up in earlier 
-days. In the boom period of the 20’s 
we were too prone to substitute price 
for value. The question of those days 
was not “How much is it worth?” but 
rather “How much does it cost?” The 
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thought is too often “How much may I 
receive from higher prices?” rather 
than “How much real profit may I 
justly earn?” 

This philosophy was largely respon- 
sible for the collapse in stock and com- 
modity prices in the late 20’s. The as- 
sumed values never really existed. What 
collapsed was price, not value. 

More serious was the collapse of 
something else which is harder to re- 
place than is tangible wealth; that is, 
the morale of a people. The crash had 
come. An unsound price structure had 
collapsed. All emphasis was placed 
upon a panicky attempt to conserve 
what was left as a means of surviving. 

Even then the real wealth of the na- 
tion was largely undisturbed. That 
which collapsed was the false valuation 
which we had placed upon that wealth. 
With that collapse went the vision 
which would have led us on in deter- 
mination to produce new wealth and 
new comforts of life. 

In the early 30’s there was a renewal 
of optimism, a gleam of hope, a step 
toward a recovery of the militant type 
of vision which leads to progress; and 
then the old cycle of disillusionment 
again set in. The futile and aimless 
scrambling for quick and easy ways to 
acquire more money, not to the creation 
of wealth, set in. We were again in a 
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period of “new economics”—an eco- 
nomics new only in name. 

In actuality it was a recurrence of 
the old depression philosophy of de- 
featism. No economics of scarcity 
rather than abundance can properly be 
called either new or progressive. It is 
old and reactionary. 

If this had been a transitory develop- 
ment, what I have said would be worth- 
less except as a recording of more or 
less interesting history. It becomes im- 
portant only as a temporary reality be- 
cause it is the philosophy which, up to 
the present time at least, is largely de- 
termining our activity—or lack of ac- 
tivity. We are still on the treadmill of 
defeatist thinking. 

The job which we have before us in 
this decade of the 40’s is to restore the 
undaunted vision of a people who, as a 
nation, have made progress for a cen- 
tury and a half. 

Our further job is to rehabilitate the 
sound practical sense—a distinction 


between that which is value and that 
which is merely sham. Generations to 
come will be vitally affected by whether 
that job is done and by the way in 


which it is done. , 

‘The watchword must again be “for- 
ward” rather than a preservation of the 
status quo. : 

If this vision is to be again achieved, 


there are certain unchanging and im- 
mutable principles which must be ad- 
hered to. They are ear-marks of sane 
thinking—of truth tried by experience 
—of values which are permanent. In 
our own domestic economy and in world 
affairs they must be reestablished if 
utter chaos is to be averted. Among 
these principles are the following: 

1. An incentive to thrift and an op- 
portunity for the profitable use of sav- 
ings must be restored. 

2. There must be a giving of fair 
value for fair value received in business 
and in life itself. 

3. Whether we are thinking of peace 
time or wartime, we must realize that 
no sound prosperity can be based upon 
a philosophy of scarcity or destruction. 

Above all else our ability to go for- 
ward must rest upon the ability of the 
individuals making up a nation to go 
forward. No nation can long be stronger 
or more powerful than the citizens of 
that nation. There is no easy way to 
progress through legislation, panaceas, 
patent cure-alls or in any other way. 
The integrity, the thrift, the ingenuity 
of the people of a nation, and the op- 
portunity to profitably use those at- 
tributes, are the foundation stones of a 
nation’s prosperity.—From an address 
before the recent Missouri Bankers Uni- 
versity Conference. 


EXCESSIVE CREDIT EXPANSION FACTORS 


By Haroitp G. Moulton 
President, The Brookings Institution, Washington, D. C. 


HE easy bank credit situation now 
existing is generally regarded as a 
dangerous inflationary factor. The 
extraordinary gold supply of the nation, 
the enormous excess reserves of the 
banking institutions, and the unpre- 
cedented low rates of interest naturally 
‘suggest that there is grave danger of a 
great expansion of credit through pri- 
vate channels—for speculative as well 
as for productive purposes. 
There is, however, a safety factor 
even in this situation, namely, the un- 


THE BANKERS MAGAZINE for March, 1941 


certainties in both the national and the 
world outlook. The very factors which 
have produced this unprecedented 
money market situation continue to 
operate. Indeed, there is now hesita- 
tion not only in relation to long-term 
commitments but also with respect to 
short-term operations. The best evi- 
dence of this is found in the fact that 
although high-grade stocks are now 
yielding extraordinarily high ‘returns, 
most large investors, both individual 
and institutional, elect to hold a ‘sub- 
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stantial portion of available investment 
funds in cash. If one is unwilling to 
invest idle funds—because of the risk 
involved in a possible sudden ending 
of the war, because of the fear of an 
ultimate collapse of the entire economic 
system, or because increasing taxes or 
Government restrictions may destroy 
profits—why should he borrow money, 
even at low rates, in order to buy se- 
curities or, for that matter, to speculate 
in urban real estate or to make exten- 
sions to plant and equipment in ordi- 
nary peacetime lines of business? Not 
until the whole general outlook is ma- 
terially improved is there any great 
likelihood of a dangerous general ex- 
pansion of private credit. The chief 
immediate danger of over-extensions of 


credit appear to be found in connection ~ 


with companies or individuals who, 


without adequate resources, are desirous” 


of “getting in on” the war business in 
one way or another. 

A method of safeguarding the danger 
of excessive credit expansion is avail- 
able. The credit situation can be tight- 
ened up by increasing the reserve re- 
quirements of commercial banks. This 
has already been recommended to Con- 
gress by the Federal Reserve authorities, 
—From the pamphlet “Fundamental 
Economic Issues in National Defense,” 
based upon previous and continuing 
studies made by the Brookings Institu- 
tion under grants from The Maurice 
and Laura Falk Foundation of Pitts. 
burgh. 


MODERNIZATION OF TRUST INSTRUMENTS 


By Harry M. Barpt 


Vice-President and Trust Officer, Security-First National Bank, Los Angeles 


CONOMIC changes have forced a 


new concept with respect to the 


accumulation and retention of 
property, with the result that perpetua- 
tion of principal is no longer the moti- 
vating factor on the part of those who 
create trusts today. 

The prime purpose of most trusts to- 
day is to assure adequate provision for 
those who may be the objects of the 
testator’s bounty. Experience has shown 
that it is perfectly feasible to provide 
for the prime beneficiary by payments 
of a fixed percentage of the combined 
trust fund, based on annual valuations, 
or fixed periodic sums, with or without 
additional payments, or simply unspeci- 
fied sums as may be determined from 
time to time in the discretion of the 
trustee, depending upon actual require- 
ments and conditions. 

Through the addition of income to 
principal and provision for beneficiaries 
out of the combined fund, four con- 
structive results may be achieved. These 
are: a more flexible and effective serv- 
ice to our customers; a simpler task 


for fiduciaries; less danger of potential 
liabilities; and economies in trust ad- 
ministration. ; 
Our ability to provide adequately for 
the prime beneficiary would be en- 
hanced many-fold. We would be limited 
only by the extent of the trust fund and 
not by any particular part of it. Also, 
the unpredictable element of taxation 
would be greatly simplified so far as 
the beneficiaries are concerned, since all 
taxes would be paid by the trustee. 
Many unpleasant misunderstandings be- 
tween us and the beneficiareis would be 
minimized, if not entirely avoided. 
Trustee’s compensation is and always 
has been a nightmare to beneficiaries in 
many instances. We are compelled, in 
most instances, to make the charge 
against income, and in times of ex- 
tremely low interest rates our fee ap- 
pears out of proportion to the total in- 
come available to the beneficiary. With 
the elimination of the distinction be- 
tween principal and income this very 
bothersome and often embarrassing 
problem can practically be eliminated. 
Our investment functions could be 
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placed on a much sounder basis. There 
would be less need for purchasing secu- 
rities of an uncertain quality by reason 
of the dire needs of the income bene- 
ficiary. We would be enabled to follow 
sound principles both in selection of 
investments and in timing their pur- 
chase. At present, we must sometimes 
make such purchases as are available 
at the moment, although on occasions 
we feel that if we could but wait for a 
time, we might invest our trust funds 
more advantageously. With the needs 
of the true beneficiaries and the true 
purpose of the trust in mind, as the 
first consideration, our actions can be 
more flexible and we can devote our 
efforts toward providing a sound port- 
folio of diversified investments. 

A potential liability is assumed when- 
ever a trustee performs an act not 
specifically provided for in the trust in- 
strument, particularly one which in- 
volves the expenditure or distribution of 
trust funds either to life tenants or to 


remaindermen, if the propriety of such 
act has not been clarified either by stat- 
ute or by the courts. It follows, there- 
fore, that the less uncertainty there is 
on the part of the trustees with respect 
to their functions, the less will be the 
danger of surcharge for allegedly er-: 
roneous acts. 

If it is true that our tasks as trustee 
would be greatly simplified with respect 
to investments, accounting, and appor- 
tionment between principal and income 
by accumulating income and adding it 
to principal, and providing for all bene- 
ficiaries out of the combined fund, then 
it follows that we can effect substantial 
economies in operation. The time re- 
quired by our administrative officers 
and other employes who are called 
upon regularly to deal with these prob- 
lems, represents a very considerable 
portion of the total time consumed in 
the operation of our departments.— 
From an address before the recent ABA 
Mid-Winter Trust Conference. 


GREAT BRITAIN’S CREDIT RESOURCES PROBLEMS 


By Sim Louis BEALE 
Member, British Purchasing Commission 


F the world order after this war is 
to be based, according to President 
Roosevelt’s recent message to Con- 

gress, on the coéperation of free coun- 
tries working together in friendly civi- 
lized society, then with the close of the 
war, with the belligerents exhausted, 
your counrty will be faced again with 
opportunity even greater than at the 
end of the First World War. 

The United States will then have the 
opportunity not only to direct the pro- 
cess of reconstruction throughout a 
greater part of the world, but to deter- 
mine the extent to which world-wide 
economic codperation can be restored. 
To do that, however, your country must 
be ready to use its great economic, 
financial and political power to bring 
about codperation with persuasion and 
vigor, I think along lines similar to 
those applied by Great Britain through- 
out the nineteenth century. 


On this immensely important subject 
of post-war trade really little more than 


guesswork is possible. Some thoughts 
can be expressed—some questions can 
be asked. America will be in a com- 
manding position. If she so decides 
she can possess herself of almost all the 
gold and all the American securities 
which once belonged to those Allies 
who are now under the German heel. 
They are now either frozen in the 
U. S. A. or under German control. The 
U. S. A. is hardly likely to be content 
to let the latter remain in that control. 
Similarly, if she so decides, the U. S. A. 
can gradually become the owner of all 
the gold and American assets which be- 
longed to Great Britain at the outbreak 
of war. The Argentine, Canada, and 
Australia are each similarly acquiring 
the assets in their countries. 

What then? In the past the largest 
part of world trade has circulated 
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Her free trade 
policy was only modified, not aban- 
doned, under the stresses of the. late 
twenties and the early thirties. It might 
be restored. Would the U. S. A. wish 


through Great Britain. 


that? Would it be possible if Great 
Britain is stripped of all her foreign 
assets? Wars bring quick financial 
changes. It is one thing to become a 
creditor nation gradually over 50 or 
100 years, as did Great Britain, Hol- 
land, Belgium, and France. It is quite 
another to change from being a heavy 
debtor to being a large creditor in two 
years as did the U. S. A. in 1915-16 or 
to have another great addition, as now, 
in a couple of years. Similarly, Canada, 
Australia, the Argentine, have in the 
past sent their crops of wheat and beef, 
to Europe and Great Britain in pay- 
ment of the interest on their debts to 
these countries. What will happen 
when these debts are paid off or re- 
duced? Will they accept coal or other 
exports from Great Britain, or will the 
U. S. A. accept goods from Japan or 
South America or some other part of 
the world in payment of cotton exported 
to Liverpool, and will these other parts 
of the world take British exports with- 
out themselves exporting to Great 
Britain? To set the wheels of trade 
revolving after a severe slowing down 
usually requires one of two things— 
either an extension of credit, or the 
lapse of a long period of time. 


HERE appears to be those who are 
still beating their breasts on the 
question of branch vs. independent 

banking, which, in view of constantly 

advancing conditions, seems to be be- 
coming a purely academic question. 
The question now is whether any pri- 
vately owned banks are intended to sur- 
vive much longer. There are a number 
of bills before Congress which, if they 
become law, are calculated to destroy 






THE BRANCH vs. INDEPENDENT QUESTION 
By E. W. Porter 


Secretary, Idaho Bankers Association, Boise, Idaho 


Can the world afford to wait at the 
end of a war? What steps can be taken 
as to extending credit if Great Britain 
is out of business because she has been 
bled white during the war? American 
agencies abroad were opened hopefully 
in the twenties. A reduced number are 
still open. American banks opened 
foreign branches; two years ago some 
closed their old established offices in 
Paris. 

No man liveth to himself alone. Can 
any country live to itself alone? These 
are great questions which loom before 
us. Can they be wisely answered? 
After the four years’ war of 1914-18 
Great Britain, which had been the fer- 
tilizing entrepot of world trade for 100 
years, managed for ten years to retain 
its free trade policy, though it did not 
recover its special position in finance. 
But the end of the twenties proved fatal 
to that policy. Was the world the bet- 
ter for that? I think not. Can it-be 
restored after another period of war 
even more destructive of its wealth—for 
now its immovable assets are being de- 
stroyed. Will it help the world to have 
the knowledge of world trade and 
credit, which London has, rendered 
useless because it no longer has control 
of credit resources? I cannot answer 
these questions. They ought to be 
pondered over.—From a recent address 
before the New York State Bankers As- 
sociation Mid-Winter meeting. 


the very base on which the whole pri- 
vate banking structure rests. The policy 
of the Government to expand indefi- 
nitely loans to individuals at interest 
rates too low for private organizations 
to compete with and survive is not be- 
ing modified but on the contrary ap- 
pears to be more and more popular. 

There is no banking organization to- 
day on record as against the independ- 
ent bank. The threat most evident is 
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from politicians who desire to destroy 
both the branch and the independent 
organizations, and the threat is not 
imaginary—to substitute therefor a 
Government owned and operated central 
bank under which the whole credit 
structure of the nation would be 
brought under political control. Maybe, 
though it seems unlikely, the American 


people could be satisfied under such a 
condition, but it seems obvious that 
with the loss of credit freedom of the 
people, there would also be a loss of 
that private initiative which has con- 
tributed so much to the national prog- 
ress of which Americans have been so 
proud during the past.—From a recent 
issue of the Idaho Bankers Bulletin. 


DEFENSE ECONOMY ESSENTIALS 


By A.trrep P. SLoan, Jr. 
Chairman, General Motors Corporation 


HE great majority are sure to be- 

lieve that we have entered an era 

of real prosperity. But, if we are 
wise, we will keep constantly in mind 
that it is partly artificial. Production 
for defense adds nothing to our stand- 
ard of living. It is non-reproductive 
wealth. An economy devoted to that 
sort of production is not self-support- 
ing. There is sure to come a time when 
the bill must be paid. No one can 
escape. The liquidation of the defense 
material program—and it cannot con- 


tinue forever—involves“ grave dangers. 
It will require the highest order of eco- 
nomic and political leadership to avoid 
what may well be a real disaster. 

An important influence as affecting 
the economy during the coming year 


is the taxation factor. Taxes are bound 
to be greater than ever before. I be- 
lieve it would be an economic mistake 
to make taxation so high as to prevent 
a full utilization of the nation’s idle 
economic resources. To the extent that 
we utilize such idle resources, the bur- 
den of the defense program to the nation 
as a whole is minimized. Added taxes, 
specifically levied, might well, in my 
judgment, be justified as a means of 
keeping the supply of goods, particu- 
larly consumer goods where shortages 
appear, in balance with purchasing 
power. Such taxes would minimize the 
danger of an inflationary spiral of 
prices. But these should not be put 
into effect until after we have moved 
to a six-day working week. 


Inflation is probably the worst eco- 
nomic evil. It would prejudice the de- 
fense program in many important par- 
ticulars, and serve to magnify greatly 
the difficulties to be encountered when 
that program must be liquidated. Infla- 
tion takes from those who can least 
afford it. 

In advocating a full utilization of 
our idle resources, I again repeat: De- 
fense needs must come first. Bottile- 
necks in production of certain types of 
products will appear. Some exist at 
the moment. They should be dealt with 
on an individual basis, as facts and cir- 
cumstances develop, through evolution. 

The defense material program is well 
under way. It has passed through the 
initial contract-awarding stage. We are 
now in the period of building the es- 
sential plants, developing the essential 
machinery and specific tools, and get- 
ting organized to do the allotted jobs, 
in an expanding way. It must be re- 
membered that industry deals with the 
realities—men, material and machinery. 
The time factor, in many vital particu- 
lars, is definitely fixed. As defense 
plants reach the stage of production, the 
multiple shift procedure, regularly em- 
ployed in the automotive industry, 
should be adopted. And at least a six- 
day, even a seven-day, operation in the 
critical cases is essential. Labor should 
codperate by waiving the premium for 
overtime for the period of the emer- 
gency. It is inflationary in character 
and tends to overstimulate the consumer 
goods industries. 
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‘‘Life in the Army’’ 


A timely radio program, “Life in the 
Army” was recently announced by the 
First Wisconsin National Bank, Mil- 
waukee. Copy suggests: “You may 
hear your son, brother, nephew, or the 
boy from the next block. Informal 
interviews with Milwaukee and Wiscon- 
sin boys in training at Camp Beaure- 
gard, Louisiana . . . every Tuesday and 
Thursday.” 


Income Tax Aid 


An effective bit of public relations 
work is accomplished each year by The 
Union National Bank of Pittsburgh, 
Pa., through issuing helpful income tax 
booklets to their customers. These 96- 
page booklets, titled “How to Make Out 
Your Federal Income Tax Return for 
Filing in 1941,” contain complete in- 
structions and specimen returns for in- 
dividuals and corporations, and the 
bank considers them a valuable form of 
advertising, having been distributing 
them for approximately ten years and 
finding that they increase in popularity 
with customers from year to year. 


Financial Toadstools 


In three colors, and illustrated with 
a sketch of a few toadstools, the State- 
Planters Bank and Trust Company, 
Richmond, Va., recently put out a 514 
by 234 inch blotter pointing out the 
personal loan answer to unexpected ex- 
pense. Copy reads: “Unexpected ex- 
penses are always popping up like 
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Digests of Recent Ideas, Campaigns, 
Advertisements, etc. 


toadstools. Emergency operations, a 
fire, an auto accident, any number of 
things which are costly and very dis- 
turbing to the budget. Many people 
let a State-Planters loan take care of 
these financial toadstools. If you need 
ready cash why not investigate our loan 
plan? Here are some of the features: 
low cost, easy repayment, and a friendly 
attitude toward your particular require- 
ment. Discount rates are as low as 4 
per cent and repayment can be made 
in convenient monthly deposits suff- 
cient to retire the loan in full at ma- 
turity.” 


P. B. A. Public Education 
F. E. Brink, chairman of the Pennsyl- 


vania Bankers’ Association committee 
on public education, recently announced 
plans for this year’s program of work 
in the interest of public education con- 
cerning banks and banking. The com: 
mittee believes “that the best procedure 
is to bring this information to the schoo] 
children of today who will be the bank 
customers of tomorrow, in order that 
they may have definite ideas about some 
of the simple fundamentals of banking 
and economics.” In making their ap- 
proach to the public schools, as im 
previous years, the subject matter has 
been put in booklet form, one for 
grammar schools, and one for high 
schools. These booklets are furnished 
to teachers and to bankers intending to 
speak before school groups. The high 
school booklet is also made available 
to scholars in senior commercial 
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classes, and includes discussions on the 
story of money and credit, our banks 
and what they mean, a bank’s contribu- 
tion to business, the Federal Reserve 
System, investing money, etc. Material 
for speakers before adult audiences is 
also supplied by the committee, in a 
booklet entitled “Handbook of Plat- 
form Talks.” 


‘“‘Stoopefying Stuff’’ 


A bit removed from banking, but 
nevertheless of interest to advertising 
men in general, are the clever weekly 
press releases issued by Samm S. 
Baker of the H. M. Kiesewetter Adver- 
tising Agency, Inc., New York City, 
regarding ‘Colonel Stoopnagle’s Quixie- 
Doodle Program” sponsored by the 
Mennen Company over the Columbia 
Broadcasting System on Sunday after- 
noons. 

Many novel features are incorporated 
in these releases. The recipient is likely 
to get a laugh out of the envelope in 
which the release arrives—a recent one, 
for example, addresses the recipient as 
“Colonel,” and “Vice-President, Stoop- 


nagle-for-Ex-Sheriff Club.” 


Each release carries some small gift, 
tied in with the copy. One, for example, 
carried two small envelopes, one empty, 
the other containing chewing tobacco, 
and copy tied these in with the Colonel’s 
“Hot-Stove-League” broadcast by ex- 
plaining: “To get you in the real Hot- 
Stove-League spirit, I’m attaching some 
of the finest Kaintucky chewin’ *baccy 
.. . to liquidate while you listen. You'll 
find the *baccy in the bag at top left. 
Of course, if you don’t chaw ... . I’m 
attaching the bag at the bottom left full 
of nothing for non-chewers not to 
chew.” Other gifts have included “a 
reasonable facsimile of the dotted line” 
when the Colonel signed a new contract 
with his sponsor; a piece of broken 
phonograph record “in case you missed 
this part of last week’s broadcast,” etc. 
In addition to the gift, each release de- 
scribes the coming program, its guest 
stars, and includes a “Quixie-Doodle,” 
a “Quixie-Invention,” and a “Daffyni- 
tion” of the week. 


A powerful, timely illustration draws 
attention to this newspaper ad car- 
ried recently by the State-Planters 
Bank and Trust Company, Richmond, 
Va. In short, friendly copy, the 
bank extends an invitation to talk 
over defense production credit needs. 


Four Pillars of Income 


Continuing their “Four Pillars of 
Income” farmer education program, the 
First National Bank of Clarksville, 
Tennessee, recently issued a bulletin 
titled “We Should Now Take Stock.” 
This bulletin deals to a large extent 
with the tobacco crop in the bank’s 
territory, suggesting various practical 
considerations and plans in connection 
with the tobacco market. Stressing the 
“Four Pillars of Income” program 
again, the bulletin points out: “We 
have all noted that the most success- 
ful farmers are the ones who have al- 
ways had a lot of different kinds of 
crops, with money coming in all 
through the year. . . . This bank has 
been very enthusiastically supporting 
what has now commonly become known 
as the Four Pillars of Income. Tobacco, 
sheep, wheat and other small grain and 
livestock of all kinds. These crops, 
along with corn, have been common to 
this section for 75 years. They fit in 
together splendidly and each one should 
make money for those farmers who have 
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them.” The bulletin also stresses the 
bank’s readiness to extend credit to 
farmers, and to aid in every possible 
way. 


Clarke to NYSBA 


Harry H. Clarke has been appointed 
director of the press bureau of the New 
York State Bankers Association, it is 
announced by Harold J. Marshall, sec- 
retary. For the past two years Mr. 
Clarke has been a writer for Fortune 
magazine. and previously had expe- 
rience as associate financial editor and 
financial editor of the Brooklyn Daily 
Eagle, managing editor of the Waste 
Trade Journal, staff writer of the New 
Bedford Times, and associate editor of 
the Retail Bookseller. 


NYFA Election 


At the recent annual meeting of the 
New York Financial Advertisers Asso- 
ciation, Dudley L. Parsons, manager of 
the publicity department of the New 























































DUDLEY L. PARSONS 


Manager, Publicity Department, The 

New York Trust Company, New York 

City, who was recently elected Presi- 

dent of the New York Financial 
Advertisers. 
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York Trust Company, New York City, 
was elected president, succeeding Jo- 
seph Bame, advertising manager of the 
Commercial National Bank and Trust 
Company, New York City. Other offi- 
cers elected were: Merrill Anderson, of 
the Merrill Anderson Company, first 
vice-president; William .T. Wilson, 
American Bankers Association, second 
vice-president; James Rascovar, 2nd., 
Albert Frank-Guenther Law, Inc., sec- 
retary and Charles P. Seaman, Brook- 
lyn Savings Bank, treasurer. 


Public Relations Ideas 


As an aid to members of the Wiscon- 
sin Bankers Association, A. R. Gruen- 
wald, director of public relations for 
the association, is getting out a series 
of “Public Relations in Action” bulle- 
tins. These bulletins describe the best 
public relations plans utilized by vari- 
ous banks or groups of banks, and their 
results. One such bulletin, for example, 
outlines Portage County’s use of the 
W. B. A. banking motion picture “Your 
Money and Mine,” their public speak- 
ing and group meeting activities, etc.; 
the Marshall & Ilsley Bank’s open house 
for employes, their families and friends; 
the county-wide staff conferences pro- 
gram conducted by Trempealeau County 
for the past three years; etc. These 
bulletins serve as a clearing house of 
valuable public relations ideas, adapta- 
ble for use by member banks or groups 
in their own communities. 


Pulling Together 
Captioned “Pulling Together for 


Defense,” a recent newspaper advertise- 
ment of the Irvington National Bank, 
Irvington, N. J., reads: 

“Our nation’s need for preparedness 
calls for the codperation of government, 
industry, labor and finance. We must 
all pull together. 

“We are ready and willing to do our 
share by offering to local business and 
industry, loans to purchase raw mate- 
rials, supplies, machinery and equip- 
ment, and to finance payrolls. Call on 
us today.” 








ao — PD & Me 


War Savings Certificates 


“February is the Month for Pledging 
Your Purchase of War Savings Certifi- 
cates,” points out a recent advertise- 
ment of the Canadian Bank of Com- 
merce, Toronto. The ad quotes from 
the address of the general manager of 
the bank at their annual meeting of 
shareholders: 

“In the months ahead everyone 
should save from salaries, wages and all 
other sources of income to the limit of 
his or her ability and lend these savings 
to the Dominion to assist in carrying 
on this heroic fight for freedom and 
security. 

“The people of Canada are being 
asked to do this voluntarily, but to be 
fully effective the response must be 
on a scale as adequate as the compul- 
sory measures employed by the enemy. 
Half-hearted compliance will not be 
enough. 

“It is the duty of every Canadian to 
invest in War Savings Certificates, Do- 
minion War Loans or Non-Interest 
Bearing Certificates.” 


The ad concludes with the slogan: 
“Invest Your Savings in this Battle for 
Freedom and Security.” 

{ 


Report to Employes 


In addition to publishing their regu- 
lar annual report to stockholders this 
year, Peoples-Pittsburgh Trust Com- 
pany, Pittsburgh, Pa., followed the 
rather recent policy of many industrial 
firms of issuing a special report to em- 
ployes. In a sixteen-page printed re- 
port, the company outlines the accom- 
plishments of the year, especially as 
regards several special objectives the 
management had in mind for 1940. 
These included a number concerning 
the employes as well as others which 
had to do with increased business and 
profits. 

In the opening paragraph the report 
states: “We feel it highly important that 
you have the fullest possible under- 
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standing of the company’s progress and 
policies, so that you will know its ob- 
jectives and so that each employe will 
have a clear picture of his or her rela- 
tionship to the whole institution.” 

In the pages following the introduc- 
tion, sections are devoted to the special 
aims for 1940 and the degree to which 
each was accomplished, either by com- 
paring 1940 with 1939 or by some other 
statement of fact. The bank’s new re- 
tirement plan is explained briefly, and 
policies regarding peace-time military 
service of employes are set forth in 
clear, concise language. Other parts of 
the report deal with income, expendi- 
ture and profits for the year. 

Advertising and sales promotional 
activities are also explained, giving the 
employe an idea of what forms of ad- 
vertising will be used during 1941, and 
the services to be featured. 

A simplified comparative statement 
of condition is included, as well as an 
analysis of deposits. Another table lists 
significant facts about the bank, and the 
last two pages are devoted to a list of 
the bank’s services and directors with 
their business connections. 


Lima Prints 


The Banco Italiano Lima, Lima, 
Peru, recently issued a_ beautifully 
prepared portfolio of prints of typical 
scenes and customs of Nineteenth Cen- 
tury Lima. Inspired by the water 
colors of the famous Peruvian artist 
Pancho Fierro (1808-1879) in the 
Jacoby Collection, the twelve prints are 
contained in an attractive portfolio, 
which carries a short descriptive mes- 
sage and the name of the bank. 


© 


Yes, letter writing is a fine art. I'd 
rate it above sculpture. A sculptor 
deals with hard, immobile masses.. He 
hacks his way toward fine effects: But 
a letter writer deals with the subtlest 
of intangibles.—Walter B. Pitkin, in the 
February Rotarian magazine. 











Latin American Exchange 


The foreign banking department of 
The First National Bank of Chicago, 
Ill., has recently issued a summary 
of “Exchange Conditions in Latin 


America.” This fifteen page booklet 
summarizes exchange conditions in 
Argentina, Bahamas, Barbados, Ber- 


muda, Bolivia, Brazil, British Guiana, 
British Honduras, Chile, Colombia, 
Costa Rica, Ecuador, French Guiana, 
French West Indies, Honduras, Jamaica, 
Mexico, Montserrat, Netherlands Gui- 
ana, Netherlands West Indies, Nic- 
aragua, Trinidad and Tobago, Uruguay 
and Venezuela. 


Corn Exchange Advancements 


An important step-up of. officials in 
the Corn Exchange National Bank and 
Trust Company, Philadelphia, Pa., took 
place recently when Paul Thompson, 
president since 1932, became chairman 
of the board, and David Evans 
Williams was elected president, advanc- 
ing to this post from that of assistant 
to the president. Mr. Williams has 
been a director of the bank since Janu- 
ary, 1925, and is a director in numer- 
ous other organizations, both local and 
national. 


Small Loan Collections 


A new small loan payment collection 
idea, produced by the Hodes-Daniel Co. 
of New York City, is the “Triple- 
Duty Collection Notice.” This com- 
bines an outgoing envelope, a printed 
notice form, and a reply envelope, all 






BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 





in one piece. Most important advantage 
is postage saving, since a printed notice 


is used and need not go first class. The | 


outgoing mailing from the bank, if 
local, is cut from two cents to one cent 
if the mailing totals. more than 200 
letters; if under 200, the cost is 1% 
cents per notice. Since the printed form 
is a part of the envelope, nothing need 
be inserted at the bank, thus saving 
time and effort. Also, since the reply 
envelope is a part of the notice, it makes 
it easier for the customer to tear off 
the printed form, insert his check, seal 
and return at once. 


FHLB System Growth 


The five billion dollar mark in total 
resources was passed by the member 
thrift institutions of the Federal Home 
Loan Bank System during 1940, James 
Twohy, governor of the system reports. 
Their assets on December 31 stood at 
$5,071,000,000—a gain of $330,000,000 
in the twelve months. The Federal 
Home Loan Bank System now consists 
of 3,824 state and Federal chartered 
savings, building and loan associations 
holding assets of $4,426,000,000; 29 
insurance companies, located largely in 
the southern states, with assets of $431,- 
000,000; and 11 mutual savings banks, 
chiefly in New England, with assets of 
$214,000,000. Member institutions of 
the system are operating in some 2,000 
cities and towns, comprising 85 per 
cent of the urban population of the 
United States. They serve about 7,- 
000,000 individuals, either savers of 
home loan borrowers. 
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State Street Trust Promotions 


At a recent meeting of the board of 
directors of the State Street Trust Com- 
pany, Boston, Mass., Raymond H. 
Choate was elected assistant treasurer, 
and Chester T. Morrison was elected 
assistant trust officer. Mr. Choate has 
been with the bank for eighteen years. 
After training in various departments 
he became a member of the auditing di- 
vision about eight years ago. He has 
taken an active interest in banking 
organizations and is now on the board 
of governors of Boston Chapter AJB. 
Mr. Morrison was with the Union Trust 
Company when that institution was 
merged with the State Street Trust Com- 
pany in 1936, and prior to that was 
employed by Kidder, Peabody & Co. 


ABA Regional Conference 


The regional conference to be held 
by the American Bankers Association in 
Louisville, Kentucky, March 20-21 for 
banks in fifteen southern and mid- 
western states will stress the importance 
of improved and increased banking 
services. P. D. Houston, president of 
the ABA and chairman of the board of 
the American National Bank, Nashville, 
Tenn., will sound the opening keynote 
in an address on “Improved Banking 
Service Through Effective Codperation.” 
Bankers will attend from Alabama, 
Arkansas, Florida, Georgia, Illinois, 
Indiana, Kentucky, Michigan, Missouri, 
North Carolina, Ohio, South Carolina, 
Tennessee, Virginia and West Virginia. 


Economic Principles Explained 


“In our democracy it is not possible 
to build a strong economy in war or 
peace except as it is built of the people, 
by the people and for the people—with 
an understanding of what it means, how 
it works,” Alfred P. Sloan, Jr., chair- 
man of General Motors Corporation, 
‘points out in connection with the cur- 
rent distribution of a brochure en- 
titled “How a Nation Gets Strong.” 
Treating of men, management, and ma- 
chines at work, the booklet. brings to- 
gether some of the articles that have 
been appearing in GM Folks, the 


monthly publication of General Motors 
employes, “with the thought that they 
might illustrate some of the principles 
that underlie current economic prob- 
lems and in the sincere hope they may 
serve to widen an understanding of our 
industrial economy.” Chapters are de- 
voted to: Producing for a nation’s 
needs; industry must satisfy 130 mil- 
lion critics; progress for customers is 
progress for everybody; and, a sound 
economy makes a strong nation. 


Mutual Savings Deposits 


Deposits in mutual savings banks 
reached a new all-time high mark last 
December 31, when the total amounted 
to 10,617,758,621, but the gain of $27,- 
920,794 in the final six months of the 
year was smaller than in other six- 
month periods of recent years. These 
banks operate in 17 states and hold 
almost one-sixth of all American bank 
deposits, their peak position in the 
125th anniversary year of the mutual 
banking system. 


Farm Credit School 


In an effort to promote a wider 
appreciation and more sympathetic 
understanding of the credit needs of 
farmers, the New York State Bankers 
Association is sponsoring a Farm Credit 
School for all state commercial bankers 
March 10-11 at Ithaca, N. Y., it is an- 
nounced by E. Burnham Guild, chair- 
man of the association’s committee on 
agriculture. The school will be oper- 
ated in codperation with the New York 
State College of Agriculture at Cornell 
University, and lectures covering all 
aspects of farm credit will be given dur- 
ing the two-day session. 


ABA Legislative Booklet 


Completion of the annual survey of 
Federal legislation affecting banking is 
announced by the Committee on Fed- 


eral Legislation of the American 
Bankers Association. The forty-page 
booklet contains a descriptive summary 
of enacted legislation affecting banking 
directly or indirectly, and such impor- 
tant legislation as was pending at the 
adjournment of Congress. 
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Convention Dates 


NATIONAL 


April 23-25—ABA Consumer Credit Con- 
ference, Hotel Statler, St. Louis, Mo. 

April 27-30—ABA _ Executive Council 
Spring Meeting, the Homestead, Hot 
Springs, Va. 

April 30-May 2—National Association of 
Mutual Savings Banks. Bellevue-Strat- 
ford Hotel, Philadelphia, Pa. 

May 4-7—Association of Reserve City 
Bankers, Hotel Hershey, Hershey, Pa. 
May 22-24—National Safe Deposit Asso- 
ciation, Hotel Statler, Buffalo, N. Y. 
June 2-6—American Institute of Banking, 
St. Francis Hotel, San Francisco, Calif. 


September 28-October 2—American Bank- 
ers Association, Hotel Stevens, Chicago, 
Til. 


October 8-11—National Association of Bank 
Auditors and Comptrollers, Chicago, Ill. 


STATE AND REGIONAL 


March 20-21—ABA Regional Conference, 
Brown Hotel, Louisville, Ky. 

April 1-2—Wisconsin Bankers Conference, 
University of Wisconsin, Madison, Wis. 
April 2-4—Indiana Banking Conference, 
Indiana University, Bloomington, Ind. 
April 10-12—Pacific Northwest Conference 
on Banking, State College of Washing- 

ton, Pullman, Wash. 

April 10-12—Florida Bankers Association, 
Hollywood Beach Hotel, Hollywood, 
Florida. 

April 17-18—Georgia Bankers Association, 
Hotel Dempsey, Macon, Ga. 

April 18-19—National Association of Bank 
Auditors and Comptrollers, Annual East- 
ern Regional Conference, Boston, Mass. 

April 18-19—New Mexico Bankers Associa- 
tion, Lordsburg, New Mexico. 

May 8-10—Oklahoma Bankers Association, 
Skirvin Hotel, Oklahoma City, Okla. 


May 12-14—Missouri Bankers Association, 
Elms Hotel, Excelsior, Mo. 


May 14-15—Arkansas Bankers Association, 
Arlington Hotel, Hot Springs, Ark. 

May 14-15—Indiana Bankers Association, 
Claypool Hotel, Indianapolis, Ind. 

May 15-16—Alabama Bankers Assocation, 
Mobile, Ala. 


May 15-16—Kansas Bankers Association, 
Kansas City, Kan. 


May 16-1j7—-New~ Hampshire Bank Man- 
agement Conference, Tuck School, Dart- 
mouth College; Hanover, N. H. 


May 16-17—National Association of Bank 
Auditors and Comptrollers Mid-Continent 
Regional Conference, Cleveland, Ohio. 

May 19-21—Mississippi Bankers Associa- 
tion, Buena Vista Hotel, Biloxi, Miss. 

May 21-23—California Bankers Association, 
Huntington Hotel, Pasadena, Calif. 

May 21-23—Pennsylvania Bankers Associa- 
tion, Hotel Traymore, Atlantic City, N. J. 

May 21-23—Texas 
Houston, Texas. 


Bankers Association, 


May 22-24—New Jersey Bankers Associa- 
tion, Ambassador Hotel, Atlantic City, 
N. J. 


May 22-24—Virginia Bankers Association, 
John Marshall Hotel,- Richmond, Va. 

May 25-27—New York Bankers Association, 
Hotel Statler, Buffalo, N. Y. 


May 26-28—Illinois Bankers 
Palmer House, Chicago, III. 


Association, 


May 27-28—Tennessee Bankers Association, ~ 
Nashville, Tenn. 


June 4-5—Ohio Bankers Association, Neth- 
erlands-Plaza Hotel, Cincinnati, Ohio. 


June 5-6—Washington Bankers Association, 
Olympic Hotel, Seattle, Wash. 

June 5-8—District of Columbia Bankers 
Association, The Homestead, Hot Springs, 
Va. 

June 9-10—Oregon Bankers Association, 
Gearhart Hotel, Gearhart, Ore. 


June 11-13—Minnesota Bankers Associa- 
tion, St. Paul Hotel, St. Paul, Minn. 


June 12-14—West Virginia Bankers Asso- 
ciation, Greenbrier Hotel, White Sulphur 
Springs, W. Va. 

June 16-17—Idaho 
Sun Valley, Idaho. 


June 17-18—North Dakota Bankers Asso- 


ciation, Hotel Patterson, Bismarck, N. 
Dak. 


June 20-21—Montana Bankers Association, 
New Florence Hotel, Missoula, Mont. 
June 26-27—South Dakota Bankers Asso-. 
ciation, Hotel Franklin, Deadwood, S. 

Dak. 


June 26-28—Michigan Bankers Association, 
Grand Hotel, Mackinac Island, Mich. 


June 27-29—Maine Bankers Association, 
Poland Spring House, Poland, Me. 


Bankers Association, 
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